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PREFACE 


This book is a result of a study of Japan’s economic affairs that 
has extended over a considerable period. The study began during 
my residenee in the country between 1922 and 1925, and much of 
the material that forms the basis of the later chapters was collected 
during a second visit paid to Japan in 1936 for the purpose of 
investigating economic conditions at first hand. I began to write 
the book early in 1939, but the outbreak of the war compelled me 
to lay it aside for five years, and at the same time deprived me of 
access to some of the primary sources on which I should have 
liked to draw. The book was completed on the eve of Japan’s 
surrender. 

I have tried to describe the process of economic development in 
Japan between the time when she first entered upon her career of 
Westernization and the beginning of the war with China in 1937. 
1 have written in the belief that an appreciation of this process of 
development is necessary both to an understanding of recent 
events in the Far East and also to the formulation of a wise econo- 
mic policy towards Japan now that she has been defeated. But the 
book is intended to provide a background of knowledge rather 
than suggestions for policy or speculation about what is to come. 
The main emphasis throughout has been on industrial and financial 
development and on economic policy, although the study has not 
been confined to those fields. It is hoped that economists and 
others who concern themselves with economic affairs and policy 
will find some general interest in tracing the evolution of a modem 
industrial system within a society so dilfcrcntly constituted from 
that of Western nations. 

So far as possible, I have supported general statements by 
statistical evidence; but in order to avoid cumbering the text with 
tables and to provide the means of convenient reference, I have 
relegated most of the figures to a statistical appendix. I have 
included a bibliography which, though by no means complete, 
indicates some of the main printed sources that I have found useful 
and also offers suggestions for further study. 

I am greatly indebted to my wife for help in preparing the book 
for publication. 


August 1945 


G. C. ALLEN 
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CHAPTER I 


THE DISINTEGRATION OF 
THE OLD REGIME 


The rise of Japan to the position of a Great Power ranks along with 
the reconstruction of Germany as the most significant of the political 
changes of the fifty years before 1914. To. many Westerners the 
Japanese achievement, in the economic as well as in the political 
sphere, seemed so astounding as to defy rational explanation. Some 
of them were at times inclined to acquiesce in the views of those 
Japanese who sought the clue to their new-found glory in the realms 
of mysticism, while others attri*^uted Japan’s advance to a series of 
lucky accidents and prophesied that time would presently reveal an 
essential mediocrity. In the economic sphere especially, forecasts of 
imminent'disastcr and decay have been numerous and impressive 
at every stage of her modern history, and it was not until she 
plunged into war with the United States and the British Empire 
that a shrewder estimate of her strength became common in the 
West. 

Some acquaintance with Japanese history during the Tokugawa 
era is necessary for an understanding of the circumstances that made 
possible the country’s transformation after 1867 and her more recent 
progress. The popular conception of a people living for centuries 
under a system of picturesque feudalism and suddenly awakened to 
practical ambitions by the guns of foreign warships is far from the 
truth. The Japanese did not suddenly acquire that energy and restless 
ambition which have so disturbed the Western nations. Throughout 
their history they have shown a gift for rapidly a^imilating new 
ideas and practices, a boldness in executing large projects and, above 
all, a trained and frequently exercised capacity for organization.^ 
Furthermore, modern Japan inherited from her past certain political 
and economic institutions that could be easily jadapted to serving 
the nation in its new r6le. Her social organization, rooted in a special 
kind of family system, and the long centuries of feudal discipline, 
helped to produce a capacity for extreme ^f-abnegation on the part 
of individuals and an aptitude for corporate effort which served the 
country well in a time of rapid social and economic change; and the 
institution of an Imperial House which mythology invested with 
divine attributes provided a focus for patriotic Jervour. Japan 
^ Cf. J. Murdoch, A History of Japan^ VoL I, pp. 1-30. 
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entered upon her course as a Great Power with an inheritance of 
political ideals and emotional dispositions well-fitted to supply 
driving force and unifying power in the task of nation-building. . 

These factors, though they cannot be neglected in an account of 
Japan’s economic progress, belong rather to the sphere of political 
history, and it is upon others that we must dwell here. It has been 
customary for some foreign writers to refer to the primitive nature of 
Japan’s economy before 1867, and to treat the Tokugawa period as 
though it were an era of almost complete stagnation! Recent work by 
Japanese and Western scholars, however, goes to show that in the 
seventeenth, eighteenth and early nineteenth centuries important 
industrial and commercial developments took place, and that the 
break between the old and the new Japan was much less sharp than 
has hitherto been supposed in the West. We shall begin with a brief 
description of the outstanding characteristics of the political, 
economic and social condition of the Tokugawa era and then 
examine the process of disintegration which ultimately led to the 
changes of the Restoration. 

The outcome of the prolonged civil wars of the sixteenth century 
had been the establishment of the House of Tokugawa as Shogun, 
or secular rulers of Japan. The Shogun in theory owed allegiance to 
the Emperor, whose family from time immemorial had been the de 
jure head of the State. During the Tokugawa era, however, the 
practice of acknowledging this allegiance laj)scd; and the Emperor 
lived in sj^clusion at Kyoto, surrounded by his Court and playing no 
part in the government of the country. Indeed, foreigners who came 
to Japan in the seventeenth and eighteenth centuries commonly 
regarded the Shogun as the real head of the State. The form of 
government instituted by the Tokugawas was a military dictatorship, 
known as Bakufu. The Shogun, together with the various branches 
of the Tokugawa family and its inimediate vassals, owned between a 
quarter and a fifth of the agricultural land of the country, and derived 
the major part of his revenues from that source. The rest of the 
country was held by lords, or daimyo, who enjoyed a considerable 
degree of autonomy in the administration of their territories (Aa/i), 
and over ^om central control was exercised chiefly through the 
requirement of the sankin kotai. This meant that each important 
daimyo was obliged to spend several months every year at Yedo 
(Tokyo), the seat of the Shogunate, and to leave ^stages there when 
he returned to his fief.^ The iptainers of the lords and Shogun formed 
an ‘estate’ known as samurai. This class appears originally to have 
consisted of farmers who had the right of carrying arms, and who, 
in time of war, were called upon to serve their lord. With the altera- 
tion in the methods of warfare during the sixteenth century they had 
^ Sankin kotai may be translated ‘alternate attendance*. 
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for the most part broken their links with the land and had come to 
live as military Retainers in the castle-towns (jokq-machi) of their 
lords, who granted annual allowances of rice for the maintenance of 
the samurai families and their hereditary servants. 

The samurai, though all members of the grivileged class, differed 
widely from one another in power and wealth. Some of them had 
large allowances and exercised the chief administrative functions of 
the han\ but the majorFty received meagre grants of rice and acted as 
ordinary men-at-arms. During the long period of peace, both internal 
and external, which prevailed during the Tokugawa era, the samurai 
had little opportunity of practising their traditional function as 
warriors, and since industry and commerce were supposed to be 
unworthy of them, they became, with the exception of men who had 
administrative duties, a functionless and parasitic class. This indeed 
was the inevitable consequence of the Tokugawas’ success in estab- 
lishing peace after a long period of civil strife during which the 
warrior had risen in prestige and importance. As the samurai and 
their families, together with their hereditary servants, numbered 
about two million persons, or one-sixteenth of the population, 
on the eve of the Restoration, the maintenance of this large idle 
class must have constituted a heavy burden on the rest of the 
nation. 

Among the non-grivilegcd classes the peasants formed a large 
majority, and at the end of the Tokugawa period they possibly 
represented three-quarters of the whole population. They were sub- 
jected to many of the restrictions on their liberty with which the 
European serf was familiar. They were forbidden to leave their land 
and to migrate to the towns. Their freedom of cropping was restricted 
by the lords in the interests of a local self-sufficiency in foodstuffs, 
and sumptuary regulations governed the style of their clothing and 
dwelling places. Individual liberty was limited not merely by rules 
imposed from above, but also by the spontaneous growth of associ- 
ations for mutual assistance from among the peasants themselves. 
Each village formed a unit which assumed a joint responsibility 
for the payment of taxes and for the proper cultivation of the 
land. 

The peasants were the source of the major part of the revenue 
received by the Shogun and the daimyo. The annual land tax formed 
the most important payment. This varied widely ilpom province to 
province and was altered Icequently at the will of the lord. It was 
paid in rice, and it usually amounted to between 40 and 50 per cent 
of the total yield of the paddy-fields. In addition, other payments in 
kind and service were exacted from the peasants. Japanese writers 
are at one in declaring that this Jiibute reduced the peasants to a 
condition of extreme insligence— *their lot was so hard that they 
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appeared to exist solely for the purpose of paying taxes’^ ; but whether 
they were worse off than the European peasant of the eighteenth 
century is a question that has not yet been answered, and is probably 
unanswerable. 

The chief crop consisted, as today, of rice grown in irrigated 
fields. On the upland fields, the farmers raised millet, barley, wheat, 
soya beans, vegetables and tea. They produced also industrial crops, 
such as mulberry leaves for the silkworms, lacquer, indigo, hemp and 
cotton. In the early days of Tokugawa, when a ‘natural’ economy 
prevailed to a considerable extent in the rural areas, the peasants 
bought from outside their villages only such goods as salt, metals, 
medicines and, in the case of inland communities, fish. But they at no 
time confined themselves to purely agricultural gursuits. Those who 
lived near the sea-coasts combined fishing with farming, and nearly 
all the peasant families carried on subsidiary industrial pursuits. A 
large part of the manufactured articles in ordinary use was produced 
by them, either for their own consumption, or to the orders of 
merchants according to a ‘putting out’ system. During the winter 
months there was a seasonal migration of workers from rural to 
urban districts. This description of the activities of the Tokugawa 
peasants applies with surprisingly slight modification to those of the 
Japanese farmer in modern times. 

In the course of the Tokugawa period the feudal system of tenure 
was affected by the intrusion of commercial influences, despite the 
opposition of the lords. In the first place, the scope and methods of 
farming changed. The range of crops was extended, some of the 
peasant’s subsidiary activities, such as sericulture, grew substantially, 
and improvements in agricultural methods, including the increased 
use of fertilizers, led to a rise in productivity. These changes were 
accompanied, and made possible, by a modification in the organiza- 
tion of agriculture. In the seventeenth century farming operations 
had been conducted by co-operative family groups composed of units 
of various sizes, and hereditary servants and cultivators of subser- 
vient status then made up a large proportion of the working force. 
The innovations in farming technique required more highly intensive 
cultivation and gave the individual farmer with a small-holding a 
decided advantage over the large co-operative group, which gradually 
disappeared. While the majority of the peasants remained subject to 
feudal obligations, relationships within the rural communities 
became increasingly commercialized. City merchants invested in land 
and they, and the more prosperous peasants, rented farms to a new 
class of tenant. Most of the hereditary servants were either trans- 
formed into wage labourers on tbe farms or impelled to seek oppor- 
tunities for employment in the expanding towns. At the same time, 

^ E. Honjo, A Social and Economic History of Japan, p. 231. 
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production for a market in some degree replaced purely subsistence 
agriculture.^ Such changes as these hardly accord with a progressive 
mpoverishmcnt of the peasants that was the subject of popular decla- 
mation, although their economic condition certainly varied widely.^ 

All this implies the emergence long before the end of the Tokugawa 
era of social and economic relationships familiar to a modern 
economy. ‘Commercial farming and the experience of working for 
wages had taught the peasant to respond with alacrity to monetary 
incentives’,^ and the gradual penetration of a money economy into 
the country districts was exerting the same kind of influence as in 
Europe in breaking down the old political and social system. 

The specialized manufacturing industries of the towns depended 
largely on the demands of the privileged classes. In the joka-machi, 
or castle-towns of the daimyo^ groups of handicraftsmen produced 
clothing, furniture, metal articles, swords and other military equip- 
ment for the samurai; and while in general the market for these 
products was local, some of ^he craftsmen catered for a wider 
demand. Numerous highly skilled crafts were also carried on at 
Kyoto, the artistic centre of Japan; and at Yedo many trades had 
appeared after its establishment as the Shogun’s capital and after 
the institution of the sankin kotai. In the later days of Tokugawa the 
population of Yedo was about one million persons, and it was the 
chief consuming centre in the country. Osaka, ‘the city of merchants’ 
and the main breach in the feudal citadel, had a population of three 
or four hundred thousand and was another important manufacturing 
centre. 

The crafts were controlled by guilds which bore a fairly close 
resemblance to the European craft guilds. The guilds regulated prices 
and conditions of production, sale and apprenticeship. Membership 
was limited and hereditary, and it could be acquired by a newcomer 
only through the purchase of the kabu (membership-privilege) from 
a retiring member. The guilds which had been recognized by the 
central government in the Trade Association Decree of 1721, paid 
ta.\es to the Shogunate or the daimyo, and the names of members 
were registered with the authorities. Unlike their European counter- 
parts, they seem to have taken little part in the political or adminis- 
trative life of the localities in which they were formed. Important as 
they may have been in the sphere of trade regulations, they seldom 
ventured beyond these narrow boundaries, and they remained 
essentially subordinate to the feudal society around them. 

Industrial activity was by no means limited to the guilds. As already 

^ See, T. C. Smith, The Agrarian Origins of Modern Japan, passim, especially 
Part II. 

* See the discussion of this question in G. B. Sansom, Japan : A Short Cultural 
History, pp. 454 et seq. * T. C. Smith, op, cit., p. 212. 

B 
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shown, a form of 4omestic system was widespread in Tokugawa 
times. Articles manufactured by peasant families and urban workers 
were bought by merchants and distributed in the chief consuming 
centres. Sometimes the merchants made advances of raw materials 
and equipment to the producers, and in trades in which the opera- 
tions were numerous and complex they assumed the responsibility 
for dividing the work in its various stages among the producers. 
Much of the raw silk, cotton and silk textiles, paper, mats, lanterns 
and many other articles were produced according to this systenTfand 
some of these industries became localized in particular districts or 
provinces. This system persists to a remarkable extent, even to the 
present day, and the manufacture of many of the older types of 
product is still localized in the same districts in which the trades were 
conducted a century ago. Nor were factories unknown during this 
time, although they were all small and relatively unimportant 
features of economic life. Workplaces employing up to one hundred 
persons were to be found in several of the textile trades; small 
factories existed in the .sYi/r^-brewing industry and in wax manufac- 
ture; and there were some comparatively large enterprises in the gold, 
silver and copper-mining trades. These were for the most part 
operated by the Shogun or by daimyOy and the importance of copper 
among Japanese exports during this era testifies to the magnitude of 
this industry. From the later years of the seventeenth century coal 
also was produced, and from early in the eighteenth century the 
famous Miike mine was worked by the local claimyo as a fairly large- 
scale undertaking. Iron, produced from iron sand, was another 
industry into which large-scale capitalistic methods were injtruding. 
That the iron and mining industries should provide the chief excep- 
tions to the £revailing methods of production under the domestic 
system need cause no.surprise. For obvious reasons this has been the 
case in most countries in a similar stage of development, just as in 
Japan, as elsewhere in early times, the conduct of these industries 
rested mainly in the hands of the Government or large lajnded 
m^agnates. Towards the close of the Tokugawa era these authorities 
began to take the initiative in setting up other large-scale trades — a 
development to be'^amined later. 

In spite of the largely self-sufficient character of many of the 
peasant communities, the volume of trade between different parts 
of the country was far from negligible. It was indeed simulated by the 
political system of the time. Just as the establishment of castle-towns 
led to the growth of handicrafts to cater for the needs of privileged 
groups of consumers who lived in them, so the institution of the 
sankin kotai necessitated a system of communications, a large 
movement of goods from the provinces to Yedo, and highly devel- 
oped forms of financial and commercial organization. Rice and other 
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products of the lords’ territories were consigned to Osaka and Yedo 
for sale, so that the daimyo might be provided with funds to cover 
the expenses of their periodical journeys to the capital and their 
residence there. As a result there grew up an important merchant 
class to handle the various financial and commercial transactions 
to which this business gave rise. Great warehouses were built in the 
two chief cities to store the commodities brought from the provinces, 
and organized markets appeared there in which transactions in 
futures took place. The daimyo frequently raised money on the 
security of their revenues, and a class of financiers developed to 
provide these loans and to arrange for the transmission of funds from 
one part of the country to another. Various types of credit instru- 
ments, such as bills of exchange and promissory notes, were in 
common use, and the chief financial houses had a network of bran- 
ches in different parts of Japan. The merchants were highly specialized 
as to goods and function, and they formed themselves into guilds 
for the regulation of trading conditions and for restricting their 
numbers. With the growth of the cities during the Tokugawa period 
retail shops became very numerous, and even in the early eighteenth 
century Kaempfer had commented on the number of these shops in 
Kyoto and the variety of goods sold in them. Some of these retail 
enterprises were on a very big scale; the House of Mitsui, for example 
is said to have employed over a thousand people in its Tokyo shops 
at the end of the eighteenth century,^ and there were other fore- 
runners of the great stores so characteristic of the cities of modem 
Japan. 

The sankin kotai had led to a marked improvement in the roads. 
There was fairly rapid communication between Eastern and Western 
Japan along the famous Tokaido, although traffic was iaipeded by 
the barrier gates erected along the highways by the Shogun for the 
purpose of controlling the movements of his subjects, and also by 
the policy of limiting the building of bridges over the rivers which 
intersected the main roads. The coastal trade reached a considerable 
volume. Although the Government forbade the building of large 
ships because of its policy of isolating Japan from the rest of the 
world, yet there was a large and high organized traffic between the 
chief ports, especially between Yedo and Osaka. 

The regulations of the Shogunate had a crippling effect on foreign 
commerce. As is generally known, from the early days of the Toku- 

^ The House of Mitsui^ p. 6. These shops appear in some of Hiroshige’s prints; 
they were also depicted in a painting by Buncho. The Mitsuis had little to learn of 
the arts of salesmanship and publicity. They provided free umbrellas to customers 
caught unprepared by unexpected showers; each umbrella bore the sign, or trade- 
mark, of the House. They paid popular actors to introduce subtle references to the 
firm in their lines. They had a Code in the best traditions of Rotary. 
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gawa era the policy of seclusion was followed, and for many years 
Japan’s economic development was only slightly affected by 'the 
influences that result from international trade. After 1641 commerce 
between Japan and the outside world was restricted to that conducted 
by the Chinese at Nagasaki and by the Dutch merchants whose 
factory was established at Deshima in the same neighbourhood. The 
volume and composition of this trade were strictly controlled. The 
chief imports consisted of raw silk and silk piece-goods, and as these 
were paid for by exports of gold, silver and copper, the trade was 
regarded with some disfavour by the Government, since it seemed 
to endanger the country’s supply of precious metals. The main 
purpose of the seclusion policy was to assist in the preservation of 
the rigid political system which the Shogunate had established, and 
the policy naturally extended to foreigii cultural influences. In the 
early part of the era even translations from European languages were 
proscribed. Japanese were forbidden to leave Japan and foreigners 
to settle there. Although with the connivance of the southern 
daimyo, who were hostile to Tokugawa, some of these regulations 
were evaded, especially towards the end of the era, the policy of 
seclusion was on the whole effectively carried out. This served to 
intensify the shock to the economic system of contact with the 
outside world when the country was at last thrown open to 
foreigners. 

(We must now consider the reasons for the collapse of the Toku- 
gawa regime and of the economic system associated with it. To 
European observers in the third quarter of the nineteenth century this 
change appeared to be both sudden and catastrophic, and the 
impression that it represented a complete transformation still 
remains among many Westerners. Yet, in reality, it came as the 
culmination of a series of developments that had been steadily 
weakening the Shogunate; and profound though the subsequent 
changes undoubtedly were, Japan carried into her modern era many 
vestiges, economic as well as political, of the older forms. \Thc 
contention that the main cause of the Shogunate’s collapse was the 
forced opening of the ports to foreigners cannot, of course, be jsus- 
tained, although pressure from abroad was undoubtedly a contri- 
butory cause. From the later years of the eighteenth century the 
difficulty of preserving seclusion, the keystone of Tokugawa policy, 
was increasing. English and other European traders were insistent 
on the need for opening up relations with Japan, and they tried 
repeatedly to obtain from the Shogunate the right of calling at the 
ports and trading with the people. The Russians descended on 
Saghalien and made several attempts to establish d^loniatic relations 
with the Japanese Government. The settlement or the west coast of 
the United States brought American ships to the Western Pacific, 
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and American whalers were frequently observed in Japanese waters.^ 
For a time the Shogun was able to evade the demands for permission 
to trade or to shelter; but when Perry steamed for a second time into 
Suraga Bay in 1854 and refused to leave without an agreement which 
meant in effect the end of Japan’s seclusion, the Government had to 
acquiesce. 

The breach once made was very soon enlarged. In 1858 the 
Government was compelled to sign treaties which conferred rights 
of trade on British, French and other nationals; five ports were 
opened to foreign shipping; and extra-territorial rights were granted 
to forcigners.2 The irresistible might of Westerners’ naval equipment 
was demonstrated to the clans most hostile to this enforced change 
of policy by the bombardments of Kagoshima and Shimonoseki in 
1863 and 1864. Foreign aggression thus brought to light the weakness 
of the old regime, emphasized the need for change and, to some 
extent, determined the nature of the transformation in Japan’s 
economic and political life t^^at subsequently occurred. But the 
view, once widely held in the West, that ‘the bombardment of 
Kagoshima was the paramount cause that impelled Japan to adopt 
the foreign civilization’ was rightly criticized by Griffis as early as 
1875.^ As he says, ‘the foreigners and their ideas were the occasion, 
not the cause, of the destruction of the dual system of govern- 
ment. . . . Their presence served merely to hasten what was already 
inevitable. The true cause of the recent marvellous changes in 
Japan . . . operated mainly from within, not from without; from 
impulse, not from impact.’^ 

The internal influences chiefly responsible for the changes are to be 
sought in the political, religious, intellectual and economic life of the 
country. Our concern is with the economic causes of change; but lest 
these should be given a disproportionate weight, a brief reference 
must be made to others. Tokugawa lyeyasu (1603-16) and his 
immediate successors had made Buddhism the national religion, had 
discouraged inquiry into the past history and traditions of Japan 
and had fostered Chinese scholarship, particularly that of the Sung 
school. For many years under rigid governmental censorship these 
influences were paramount. But gradually they were undermined. 
The fall of the Ming dynasty brought many Chinese scholars to 

^ J. Murdoch, op. cit., Vol. HI, p. 527. Cf. also J. F. Kuiper, ‘Some Notes on 
the Foreign Relations of Japan, 1798-1805’, in Trans, of Asiatic Society of Japan^ 
December 1924. 

‘ These treaties, much resented by the Japanese in subsequent years, were 
known as the ‘unequal treaties’. 

• W. E. Griflis, The Mikado's Empire^ Vol. I, pp. 292-3. 

* Ibid., p. 291. Cf. also G. B. Sansom, op. cit., p. 460, where he states: ‘What 
opened the doors was not a summons from without but an explosion from 
within.’ 
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Japan and provided a new intellectual stimulus. There was a revival 
early in the eighteenth centu^ of interest in ancient Japanese history 
and literature. The publication of the Prince of Mito’s History of 
Great Japan informed the literary classes of a time when the Emperor, 
not the Shogun, held sway over the country, and towards the end 
of the eighteenth century scholars and propagandists, among whom 
was the celebrated Nobunaga Motoori, proclaimed the necessity 
for casting off Chinese and Buddhist influence and for returning to 
the ancient beliefs associated with Shinto. Among these were the 
doctrines of the divinity of the Emperor, of the descent of the 
Japanese from the gods and of their possession of peculiar virtues 
by right of this distinguished descent.^ These movements in the 
world of thought had important political repercussions, for they 
were all antagonistic to the Shogunate as well as to the forms of 
scholarship which those rulers had fostered. The slogan Sonno Jo-i^ 
which roused the clans to action after the incursion of Perry is said 
to have been ‘a compendious and practical summing up of the logical 
results of Motoori’s teaching’. The propaganda was gratefully 
received by the Western clans which, though subdued by Tokugawa 
in the sixteenth century, still smarted under the government of a 
house of which they had once been the peers. Their dissatisfaction 
was constantly stimulated by the arrogant attitude of the Shogun’s 
own retainers. Being most distant from the capital these clans were 
difficult to control, and they formed the natural seat of political 
movements hostile to Tokugawa. When the Shogun was forced to 
come to an agreement with foreigners and in doing so appeared to 
sacrifice Japan and the Emperor to the barbarians, they were able to 
demand in the name of patriotism the change of government which 
their interests and ambitions had long required. 

Hostile as these dans were to the encroachment of Western 
nations on the independence of Japan, they themselves in the 
eighteenth and early nineteenth centuries had provided a channel for 
influences that helped to shatter the old Japan. The lord of Satsuma 
in Kyushu connived at ilUcit trading on the part of Chinese and 
European merchants. He encouraged the study of English and 
Dutch, and Kagoshima, his capital, became an important centre of 
intellectual activity and a source from which the knowledge of 
Western ideas and practices spread over the rest of Japan. In the 
second quarter of the nineteenth century several young Japanese 
samurai secretly left the country against the explicit orders of the 

^ Tittle credence was reposed either in the ancient myths in general or in the 
theory of the divine descent of the Mikado in particular in eighteenth-century 
Japan before Motoori began his thirty years polemic in their support.' J. Murdoch, 
op. cit.^ Vol. Ill, p. 482. 

* 'Reverence the Emperor and exclude the foreigners.’ 
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central Government for the purpose of studying Western civilization, 
and these included many Satsuma men who played a prominent part 
in the creation of new Japan. Long before this, moreover. Western 
intellectual influences had been gradually permeating the country. 
In the eighteenth century the Japanese intellectual classes began to 
acquire what was known as the ‘Dutch learning’ {Rangaku\ that is 
to say, a knowledge of Western sciences (particularly astronomy, 
anatomy, medicine and military science) through the medium of the 
Dutch language. In the early part of the nineteenth century this 
tendency grew in strength and some three thousand students are 
said to have passed through the Dutch School at Osaka during the 
twenty-four years after its establishment in 1838. The Japanese 
intellectual classes were thus not ignorant of the material progress of 
the West, nor were they unacquainted with its pre-eminence in 
applied science. This knowledge made them critical of the existing 
forms of government and apprehensive of the dangers to Japan that 
the growing power of the Wes^tern States might bring. 

The economic causes of the change were of profound, perhaps of 
pre-eminent importance. Prince Matsukata, the great financial 
administrator of the Mciji era, was one of the most notable of the 
public men in new Japan to emphasize these causes,^ and recent 
investigations bring out clearly the economic disintegration that had 
been taking place for many years before 1867. It is evident that from 
the early years of the nineteenth century, and indeed before this, the 
Tokugawa regime was being shaken by serious financial difficulties 
and by changes in the social and economic structure of the country 
which were the source of widespread discontent. 

Let us first examine the financial position of the central Govern- 
ment. The first of the Tokugawa Shoguns, lycyasu (1603-16), had 
accumulated a large reserve of treasure, chiefly through seizing the 
property of daimyo who had been hostile to him; but this was 
dissipated during the second half of the seventeenth century, partly 
through rising administrative expenses and partly through numerous 
earthquakes and fires which devastated Yedo. In the next century 
efforts to maintain financial stability were successful only for short 
intervals. Apart from his rice-revenues, the Shogun derived an 
income from taxes imposed on traders resident in the ports and large 
towns, which were mainly under his" control, and from mining 
properties operated by the central Government. The restrictions on 
foreign trade meant that only a ipeagre income was available from 
import or export duties. So the Shogun had not at his command a 
source of revenue which rulers in Europe had found increasingly 
important as the income from their domains became insufficient to 
meet the growing expenses of government during the same period. 

* Cf. S. Okuma, Fifty Years of New Japan, Vol. I, p. 359 
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Financial administration was lax, and owing to the corruption of 
officials, a considerable part of the proceeds of the taxes failed to find 
its way into the Treasury. Attempts to wrest higher taxes from the 
peasantry led to frequent jacqueries and to a tendency for the farmers 
to desert the land for the towns, a movement which struck at the 
whole basis of the revenue and which official prohibition seems to 
have done little to check. From the latter part of the eighteenth 
century, moreover, the country was visited by a scries of natural 
disasters, including earthquakes and famines. Historians have con- 
cluded that the population, which had steadily increased in the early 
part of the Tokugawa era, declined in the subsequent period.^ 

To meet his growing difficulties, the Shogun did not hesitate to 
resort to the traditional expedient of governments in financial distress. 
The currency suffered successive debasements so that the purchasing 
power of the standard coin by the middle of the nineteenth century 
was only one-cighth of its purchasing power in 1661 .^ The rise in 
prices which debasement caused provoked great discontent among 
the classes injured by it, and the trouble was accentuated as a result 
of the issue by the daimyo^ for the purpose oT meeting their own 
financial difficulticb, not merely of illegal coinage, but also of large 
quantities of notes secured against stocks of rice and other consum- 
able goods, including even umbrellas. A second expedient of which 
the Shogunate made increasing use was the exaction of benevolences 
{goyokin) from the chonhiy the rising merchant and financial class, 
After the collapse of the seclusion policy the Shogunate’s finances 
rapidly degenerated. The danger from abroad obliged the Govern- 
ment to incur heavy expenditure for improving the national defences 
and for maintaining diplomatic representatives. Moreover, it had to 
pay heavy indemnities to foreign States for outrages on their 
nationals committed during periods of anti-foreign feeling.^. 

Meanwhile, feudal society in the provinces was breaking up. The 
maintenance of hordes of idle retainers absorbed a large share of the 

^ R. Ishii, Population Pressure and Economic Life in Japan, pp. 13-15. 

* A. Andreadcs, Les Finances de P Empire Japonais et leur Evolution, p. 26. 

® The disorganization of the currency was completed by the impact of foreign 
trade on the supplies of metallic money in existence at the time. The Tokugawa 
Government maintained a monopoly of silver and found it profitable to over- 
value, in terms of gold, the silver coins which it issued. The gold-silver ratio was 
accordingly fixed at 1 : 5 compared with aTatio in the outside world of 1 : 16. 
When the Treaties were signed with foreign Powers in 1858, in was agreed that 
the Japanese Government would exchange Japanese silver coin for foreign silver 
weight for weight. The Government evidently did not realize the inevitable result 
of this provision. Foreigners imported large quantities of Mexican dollars, the 
chief medium of exchange in the Far East, exchanged them weight for weight with 
the Japanese token silver coin (the ichi-bu), turned the ichi-bu into gold ko-ban at 
the ratio of 5 : 1, and shipped the gold to Shanghai where it could be exchanged 
for silver at a ratio of 16 : 1. 
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daimyo^s revenue, while the sankin kotai proved to be an increasingly 
heavy burden as the lords vied with each other in conspicuous 
expenditure at Yedo. Attempts were made to reduce expenses by 
cutting down the samurai's allowances with the result that the lower 
strata in this class became impoverished. In their search for additional 
revenue, the daimyo increased their issues of paper money, which 
tended further to disorganize the economic life of their han, and they 
also established various industrial and trading enterprises of a 
monopolistic kind, a policy which helped to modify the character of 
the feudal society. After the middle of the eighteenth century the 
daimyo resorted increasingly to loans. These were secured on their 
rice revenues, and they were raised from the merchants who acted as 
the daimyo's agents for selling their rice. The result was that the 
merchant classes increased in wealth and influence. ‘Sometimes the 
finances of the daimyo were controlled by a certain money-lender 
who loaned money to a daimyo with rice as a security’.^ Great 
merchants like Konoike who '^cted as agents and bankers for the 
lords were able to live like princes. A contemporary chronicler 
wrote ‘Although in form the samurai govern and the commoners 
obey, in reality ii seems to be an age when the chonin rule’^; and 
another declared ‘The anger of the wealthy merchants of Osaka has 
the power of striking terror into the hearts of the daimyo.'^ 

The merchants’ influence on the development of Japan in the 
Tokugawa period was unquestionably profound. They created a new 
urban culture and contributed lavishly to the superb artistic flowering 
of the Genroku era (1688-1703). Their commercial and financial 
activities helped to undermine the economy of a regime based on 
peasant agriculture and payments in kind and service.'* But they 
never made any serious attempt to wrest political power from the 
feudal classes to whose authority they were in the main content to 
defer. And the central and local authorities for their part regarded 
them as instruments of the existing feudal order, never as possible 
agents of economic growth.® 

If the position of the lords was shaken by these changes, that of 
their retainers, especially those in the lower ranks, became deplor- 

" E. Honjo, op. cit., p. 197. * Ibid., p. 199. » Ibid., p. 201. 

^ Saikaku, a writer of the Genroku period, gave vigorous expression to the 
spirit of the rising merchant cl^ss, praising Its audacious enterprise and its urgent 
pursuit of economic advantage. His concept of an ideal economic man seemed 
as strange and repellent to the typical samurai as was the idea of competition 
for which, when Western economic writings were first translated, it was necessary 
to make a new word. (See T. Ueda, *Saikaku*s Economic Man’, in Annals of the 
Hitotsubashi Academy, October 1956, and G. B. Sansom, The Western World 
and Japan, p. 248.) 

* C. D. Sheldon, The Rise of the Merchant Class in Tokugawa Japan, 1600-1868, 
passim, esp. Chap. IX. 
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able. Their impoverished lords often held back part of their rice 
grants. Since the samurai were paid their incomes in a commodity 
liable to violent fluctuations in price, their economic position became 
increasingly unstable as a result of the spread of a money economy 
in the towns where they lived for much of their time. Many of them 
were even obliged to sell or pawn their swords and armour, the 
insignia of their privileged rank, and to engage in occupations 
traditionally despised. They often entered the service of merchants 
or set up in trade on their own. By the nineteenth century the majority 
of them had given up the practice of maintaining hereditary servants, 
and the strong personal ties which previously existed between the 
family of the samurai and that of his servant were thus destroyed. 
The sharp divisions of status and function that were characteristic of 
early Tokugawa society became blurred in consequence of these 
changes. The formerly despised merchants, as we have seen, acquired 
wealth and influence. The daimyo were engaging in trade and in- 
dustry, and their samurai were beginning to follow commercial 
occupations. It became the practice for the samurai to adopt the sons 
of rich commoners into their families; while others even sold their 
samurai status to commoners.^ Thus the whole system of personal 
relationships upon which the old scheme of society rested was falling 
to pieces. It is ironical to reflect that the very success of Tokugawa 
in imposing rigid control over the feudal classes contributed ulti- 
mately to the destruction of the social and political system. For the 
bulk of the samurai became functionlcss, and the sankin kotai, besides 
impoverishing the lords, stimulated the development of trade, a 
money economy, and so a financial and commercial class which 
could not be easily accommodated within the old feudal structure.1 
Feudalism was losing its grip even on the peasants who were exposed 
increasingly to the corrupting influences of a market economy. 

During the last few decades of the Shogunate, and especially after 
the opening of the ports to foreigners, the central Government seems 
to have accepted the proposition that fundamental changes were 
required in administration and economic policy. At all events, it 
began to introduce a series of reforms which the Meiji Government 
later carried through. Envoys were sent abroad to study foreign 
conditions; restrictions on the building of ocean-going ships were 
abolished; and warships and merchant vessels were purchased from 
abroad. During the last ten or fifteen years of his rule the Shogun 
was busily engaged in constructing dockyards, ironworks and other 
industrial plants modelled on Wes'lern lines. He borrowed from 
France and the United States to finance these new enterprises. He 

^ Prince Ito, the great statesman of the Meiji era, was the son of a fanner who 
had purchased samurai status from a retainer of the Mori family in Western 
Japan. 
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introduced administrative reforms and threw open important offices, 
previously the perquisite of men of high rank, to men of talent, He 
was even contemplating the abolition of the han and the establish- 
ment of a modern system of centralized government. 

The Shogun also attempted to deal with the rise in prices, which 
was causing unrest in the early decades of the nineteenth century. 
This rise in prices was commonly attributed at the time to the 
activities of the guilds. These organizations were pursuing an 
increasingly exclusive policy. In consequence, there was a consider- 
able growth in the number of journeymen {shokunin) who, though 
qualified by apprenticeship for the status of master craftsmen, were 
not admitted to full membership of the guilds. Disputes between the 
shokwiin and the guilds were frequent, and the latter found increasing 
difficulty in maintaining their monopolistic rights over trade. 
Meanwhile the samurai, who saw the chonin class usurping their 
traditional place in society, had conceived a deep detestation of the 
merchants and the guilds in which they were associated. This 
sentiment was felt especially for the merchants engaged in foreign 
trade which in the fifties and sixties began to disturb the old economic 
structure. The monopolistic practices of the guilds had already been 
challenged in the provinces by the tendency of the local governments 
to set up their own manufacturing and trading organizations in order 
to improve their financial position. The Shogun hoped to follow this 
example in his own domains, and by generalizing this practice, to 
prop up the decaying structure of feudalism. A blow was given to 
the merchants’ privileges by the decrees of 1831 and 1843 which 
abolished all forms of guild. The immediate result of this step, 
however, was to disorganize economic life still further; for the 
abolition of the guilds involved the d^truction of the credit system 
that rested on the kabu, or membershipprivilege. The disorganization 
was so serious as to compel the Government in 1851 to make some 
attempt to revive the guilds in a modified form. But since the number 
of shokunin had by then greatly increased, it was not possible to 
re'^tore the monopolistic privileges which the guilds had enjoyed, and 
they were finally swept away during the next few years. Thus, 
institutions which the Shogun had recognized for the purpose of 
enabling him to control the economic life of the country, and which 
provided him with a useful adjunct to his revenue in the form of 
licence fees, had crumbled^ven before the political revolt had begun. 
When foreign trade began to increase after 1858, the social distress 
that had attended these economic troubles was intensified. The 
distributidn of economic resources that had been stereotyped by a 
policy of seclusion and ngid trade regulation could not be preserved 
once Japan was exposed to the conditions of the world market. Old 
trades decayed as cheaper substitutes for their products began to be 
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imported, and contact with the West was accompanied by alterations 
in the tastes of the people which diverted demand into new channels. 
Adaptation to these new circumstances was not easy and was often 
attended with hardship for the older types of producer. 

The effect of the impact of the outside world was especially obvious 
in the relative prices of the period 1859-67. There was an enormous 
rise in the price of raw silk, egg cards, rice, tea and, in general', articles 
for which a foreign demand became keen. On the other hand, imports 
of cheap cotton textiles, yarn and other products of machine industry 
brought about a steep fall in the price of such goods.^ Naturally these 
changes caused economic dislocation. The silk-weaving trade suffered 
through the rise in price of its raw material, and the producers of 
cotton textiles were damaged by the influx of foreign goods. Many of 
the farmers, however, benefited as a result of the expansion of the 
foreign demand for raw silk and tea. Capital began to flow into Japan 
from abroad not merely through the loans raised by the Shogun and 
daimyo but also through the financial activities of foreign merchants 
who now settled in Japan. This affected the whole organization of 
industry. Factories for turning out textiles and metals were set up 
both by central and local governments, and the domestic system, 
characterized by the commercial predominance of the merchant over 
his dependent groups of craftsmen or peasants, was widely extended. 

The process of adjustment to these new conditions gave rise to 
social and economic strain, and, among the groups damaged by the 
changes, to serious unrest. Thus, just as the opening of the country 
and the conclusion of agreements with foreigners — a policy which 
force of circumstances compelled the Shogun to follow — brought 
him in the eyes of his enemies to the position not merely of a usurper 
of Imperial rights but also of a betrayer of his country, so both the 
financial difficulties of the regime which the Shogun had striven to 
preserve and the economic chaos that attended the transition to a 
new order could be placed to his account. The Shogun suffered 
discredit both for the economic and political evils attendant on the 
old regime and also for his actions calculated to change it. He had 
alienated the most powerful classes in the country, and any step he 
took, however necessary or inevitable it might prove in the light of 
subsequent judgment, was mistrusted because of his equivocal 
position in relation to the Emperor, and so provided ‘ another 
argument for his overthrow. At a time when the nation needed bold 
and vigorous leadership, the Shogun was precluded by his loss of 
prestige from supplying it. Other men and other institutions had to 
be used. 

It was not, however, among the chonin that the leadership needed 

^ Cf. S. Okuma, The Industrial Revolution in Japan’, in the North American 
Review^ Vol. 1, p. 72; and E. Honjo, op, cit.^ Chap. XI. 
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to usher in the new world was mainly found. Some of them, notably 
Mitsui, helped to finance the revolt against Tokugawa. But, as a 
class, the chonin owed their wealth to their position as financial and 
commercial agents of the daimyo and Shogun; the interests of most 
of them were bound up with the old regime, even though they might 
sometimes suffer from its exactions. Insulated by the Seclusion Edict 
from the vitalizing impact of foreign trade, they had become as a 
class conservative in temper and restrictionist in commercial policy. 
With a few notable exceptions, the great merchants failed to seize, 
either before or after the Restoration, the new opportunities offered 
to them by the opening of the country to the commerce of the world 
and by the development of new industries. It was the samurai of 
lower rank from the ‘outside’ clans who initiated the revolt and 
played the major role in weaving both the political and the economic 
fabric of New Japan. This class, during the Tokugawa period, had 
become increasingly impoverished, and their social privileges had 
been curtailed as a result of their economic distress. Far from having 
ativ^ke in the old regime, their interests lay entirely in the direction 
of¥hange. 

At the time of Perry’s first arrival (1853) the Shogunate still seemed 
impregnable. But the foundations of its rule had been undermined by 
political, economic and intellectual changes, and it needed but the 
shock of foreign aggression to bring down the whole edifice. When 
the Western clans, led by an extremely able group of samurai, moved 
against the Shogunate in the name of the Emperor, the resistance was 
trivial. In 1868 the House of Tokugawa was overthrown, and the 
Emperor was restored to a constitutional position which he had not 
occupied for s^mc 800 years. This Restoration almost coincided 
with the death of the Emperor Kei-o and the enthronement of his 
successor, then only sixteen years old. The Meiji era had begun and, 
with it, the career of Modern Japan. 
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RECONSTRUCTION, 1868-81 


The Restoration Government, though composed of many men who 
had bitterly opposed the Shogun’s policy of coming to terms with the 
foreigiicrs, advanced further in the same direction once the new 
regime had been established. It recognized that Japan’s military 
weakness and her economic backwardness might make her the easy 
spoil of Western Powers, and it judged that the rapid adoption of 
Western methods in war and industry could alone enable her to retain 
^her independence and ultimately to secure the abrogation of the 
‘unequal treaties’. In a sense Japan was fortunate in that the breaking 
down of her seclusion was not delayed. In the fifties and sixties the 
liberal international outlook of the most powerful European coun- 
tries was not conducive to colonizing adventures by ambitious states- 
men, while the United States was distracted by internal feuds. Had 
the opening up of the country been deferred until the new era of 
imperialist expansion, Japan might well have succumbed to attack 
from abroad. Even as it was, Japan formed a field in which French 
and British rivalries displayed themselves, for France in the years 
preceding the Restoration lent her support to the Shogunate, and 
England to the revolting clans. What had been an especially potent 
influence in awakening Japan to her danger was the ‘Opium War’ of 
1839-42, which demonstrated both the superiority of Western 
armaments to those of the East, and also the possible fatal conse- 
quences of that superiority to the territorial integrity of Oriental 
nations.^ Defence, therefore, became the main task of the new 
Government, while those numerous Japanese whose fear of the 
Western nations was mingled with admiration of their prowess 
overseas considered that the adoption of Western material equipment 
might enable Japan 'to find a place among the aggressors instead of 
among the victims of aggression.^ 

After the Restoration the control of the central Government rested, 
under the Emperor, in the hands of those vigorous leaders of the 

* Cf. G. F. Hudson, The Far East in World Politics, pp. 24-6. 

* Some interesting reflections on this point are to be found in T. Kada, Social 
and Political Factors in Japan's External Economic Policy, pp. 3-6 (Japanese 
Sociely of International Studies, Tokyo). Cf. also I. F. Ayusawa’s statement: The 
slogan of the Meiji era which permeated all thinking minds and inspired the New 
Japan was “Fu-koku Kyo-hei”, or “Rich Nation, Strong Army” ’ (in H. A. 
Marquand’s Organized Labour in Four Continents, p. 483). 
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Satsuma, Choshu, Tosa and Hizen clans who had led the revolt 
against Tokugawa. There was naturally discontent among the 
samurai who were shut out from power, especially among the clans 
which had supported the Shogun, and it was not until 1870 that 
opposition to the new Government was finally put down. Even 
within the clans now in control of the State there was no unanimity 
about policy, and in 1874 there took place a rebellion in the Saga 
clan and in 1877 the more serious Satsuma rebellion, the last fight 
of expiring feudalism. Not until this rebellion had been suppressed 
could it be said that the political revolution had been completed and 
the country unified. 


1. General Economic Changes 

These political struggles naturally imposed a severe strain on the 
administrative capacity and the financial resources of the central 
Government. At the same time the country was still in process of 
adjusting itself to the new economic conditions created by the open- 
ing of the country and by the decay of the political institutions on 
which economic life had depended. Nevertheless, the achievements 
of the new Government were remarkable. A mere enumeration of 
the reforms and innovations for which it was responsible during the 
first fourteen years of its existence is sufficient to indicate the energy 
and determination which it brought to its policy of Westernizing the 
country’s institutions. In 1869 feudalism was abolished and the clans 
surrendered their fiefs to the Government. In 1871 prefectures were 
established in place of the han and the old financial and adminis- 
trative system associated with feudalism disappeared, while shortly 
afterwards far-reaching reforms in taxation were introduced; these 
will be further discussed when we come to consider the fiscal and 
financial history of the period. 

The changes effected by the Government in social, industrial and 
commercial organization were as important as those in finance and 
politics. Most of the remaining restrictions on freedom of movement 
and enterprise that had been a legacy of the old regimewereabolished. 
In 1869 the equality of the various social classes before the law was 
declared; local barriers to communications and restrictions on 
internal trade were swept away; freedom of cropping was allowed; 
entry into professions and trades was thrown open; and individuals 
were allowed to acquire property rights in land. The Government’s 
attempts to introduce a new regime were not confined to permissive 
measures; for it was realized that in the absence of an industrial 
and commercial class familiar with Western trading methods and 
technique the State was obliged to take positive action to bring about 
the modernization of the country’s economic life. The business class 
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which had been left as a legacy of the Shogunate consisted for the 
most part of mere financial agents of the old regime, and few of its 
members were fitted to act as entrepreneurs in the new era. Even under 
Tokugawa foreign experts had been engaged to instruct the Japanese 
in Western methods of mining and manufacture. This policy was 
pushed much further in the early years of Meiji. In 1875 when, 
according to official statistics, the number of foreigners in the service 
of the central and prcfcctural governments reached the maximum, 
527 were employed, of whom 205 were technical advisers, 144 
teachers, 69 managers and administrators and 36 skilled workmen.^ 
Japanese were encouraged to go abroad to acquire Western know- 
ledge, and means were devised to provide technical training. For 
instance, samples of foreign foods and foreign machinery were 
imported by the Government and lent to the prefeciural authorities 
who used them as models for the producers in their locality. Itinerant 
teachers were sent round the country. Schools and colleges were 
soon established by the State, including engineering, mining and 
agricultural colleges. Agricultural experimental stations were set up 
to assist in the adaptation of foreign crops to Japanese conditions 
and to work out improved methods of farming. In 1869 the Govern- 
ment founded a Commercial Bureau to supervise and encourage 
foreign trade, and it provided for the establishment of organizations 
for developing the exports of artistic products. In 1877 it organized 
an Industrial Exhibition at Ueno Park, Tokyo. 

The Government had a particularly keen interest in foreign trade 
at this time. Large payments had to be made in foreign currencies in 
return for imports of equipment, such as merchant vessels, warships, 
munitions and machinery, needed to carry out its programme of 
Westernization. Imports of consumer goods, especially textiles and 
kerosene increased, and interest payments had to be made on foreign 
loans. Yet, in the undeveloped state of Japan’s commerce and 
finance, the necessary foreign exchange was scarce, and there was 
pressure on the balance of payments. On many occasions during the 
seventies the State itself engaged in export transactions in order to 
obtain foreign currency. For instance, it purchased domestic stocks 
of rice, tea and silk, sold them abroad and used the proceeds of the 
sale to finance the imports it urgently required.^ The Government’s 
preoccupation with the balance of payments lay behind some of its 
industrial ventures also. In establishing factories for producing 

' The Fifth Annual Statistical Report of the Japanese Empire (1886), pp. 935-7. 
The number declined sharply in the later seventies, but in 1880 237 were still 
employed. In addition, there were foreigners in the employment of business firms; 
their number is unknown. 

' The Currency of Japan^K^epniAoS KrXides and Reports: pubVlshedby the 
Japan Gazette^ 1882), pp. 185, 198, 219. 
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cement, glass and building materials it hoped to replace imports by 
home-produced supplies. 

The State soon realized the necessity of introducing the new 
methods of communication that had played so important a part in 
the industrialization of the West. In 1871 a postal and telegraph 
system was introduced, and six years later Japan joined the Postal 
Union. In 1869 a steamship line between Osaka and Tokyo was 
formed, and shortly afterwards the first railway was built — it 
connected Tokyo and Yokohama — on the proceeds of a Government 
loan raised in England. What is more, the State took the initiative in 
establishing a large number of manufacturing establishments equip- 
ped with Western machinery for producing new products or goods 
hitherto manufactured by primitive methods. In this it was but carry- 
ing further a policy begun before the Restoration. We have already 
seen that several of the more enterprising cktimyo had set up Western- 
style factories during the first half of the century. The lord of Sat- 
suma, for example, had founded works for the manufacture of 
pottery, cannon and cotton yarn. Indeed, the first cotton-spinning 
mill in Japan was started in 1861 by this claimyo who imported 
Lancashire textile machinery for the purpose. The Shogun himself 
had founded Western-style enterprises, including two shipbuilding 
yards, during the later fifties. The new Government pursued systema- 
tically a policy which the feudal chiefs and Tokugawa had only 
tentatively begun. 

A brief reference to some of the Government’s activities in the 
industrial field will demonstrate their wide range. To begin with, the 
State took over many of the undertakings of the Shogunate and the 
daimyo, re-equipped and re-organized them. During the seventies it 
built and operated cotton-spinning mills of a Western type in the 
Aichi and Hiroshima prefectures; and in order to encourage private 
enterprise, it imported and then sold foreign spinning machinery to 
entrepreneurs on the instalment plan. From 1858 onwards exports of 
raw silk had grown rapidly, but even so the development of this 
trade was handicapped by the lack of suitable equipment. For 
instance, the Japanese t 3 q)e of reeling machine, driven by manual or 
water power, was incapable of producing the standardized qualities 
of silk demanded abroad. So, in 1870 the Government established at 
Maebashi and Tomioka factories on French and Italian models. 
Other model factories built during the seventies with the object of 
encouraging the importation of Western technique, were the Shira- 
kawa White Tile Works, the Fukugawa Cement Works, the Senji 
Woollen Web Factory, and a sodium sulphate and bleaching powder 
works.^ Certain factories were established for the specific purpose of 

' Y. Honyden, ‘Der Durchbruch des Kapitalismus in Japan*, in Weltwirtsch(tft^ 
liches Archiv, July 1937, pp. 31-2. 
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Stimulating the development of particular localities; for instance, the 
Development Commissk)* of Hokkaido set up at Sapporo a brewery 
and a sugar factory, v/^ 

The creation of a munitions industry was, of course, the most 
urgent requirement of the period, and here the Government had two 
foundations on which to build. These were, first, the workshops in 
which arms had been made for the daimyo, and secondly, the powder 
and munitions factories of the Shogunate. The new Government 
took them all over and re-equipped them. Thus, the Nagasaki Iron 
Foundries which had belonged to the Shogun were the parent of the 
new Government’s artillery works, and the Kagoshima shipbuilding 
yard, originally owned by the lord of Satsuma, was adapted to the 
manufacture of warships. A woollen mill to supply the army with 
uniform cloth was built in 1876 and an engineering factory in 1879.^ 
All mineral properties were declared to belong to the Government 
which leased mining rights to persons desirous of working them. In 
the late sixties and early seventies nine large mines (gold, silver, 
copper, iron ore and coal) were actually operated by the State as 
model enterprises. The Government also gave attention to the 
development of a mercantile marine. In 1874 it bought ocean-going 
ships from abroad, and later transferred these to the Mitsubishi firm 
which, with Government assistance, operated both coastal services 
and lines to Formosa and China. Foreign captains were engaged to 
command its ships and to train its seamen, just as the services of 
foreign technicians and workmen were made use of in the organiza- 
tion of the new manufacturing enterprises. It can be said with truth 
that there was scarcely any important Japanese industry of the 
Western type during the later decades of the nineteenth century 
which did not owe its establishment to State initiative.^ In 1880 
Count Okuma, in a summary statement of Government-owned 
industrial undertakings and properties, enumerated 3 shipbuilding 
yards, 51 merchant ships, 5 munition works, 52 otTicr factories, 10 
mines, 75 miles of railways, and a telegraph system which linked all 
the chief towns.-"^ At that time the Government was giving help to 
several shipbuilding yards, besides those which it owned, and it was 
subsidizing mail steamship services. It had taken steps to develop 
Hokkaido and to encourage emigration to that thinly populated 
island. All this was achieved during a period when the Govern- 
ment was faced with great financial difficulties and with two major 
rebellions. 

1 Ibid., pp. 31-2. 

• ‘We find that every company or manufactory deserving of notice in any way 
has been furnished with capital by the Government or has been endowed with 
special privileges by the same power’ (The Currency of Japan, p. 260). 

■ The Currency of Japan, pp. 76-80. 
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It is not to be thought that strategy and difficulties with the balance 
of payments provided the only motives for the Governments’ policy 
of sponsoring industry. Another reason was to find employment for 
the samurai. These had not only lost their privileged status but also, 
as a result of the commutation of their pensions, had suffered griev- 
ous financial loss. They were not a submissive class like the peasants 
and, if their smouldering discontent were to be blown into flames, 
the Restoration Government might well be consumed. To find them 
remunerative occupations was, therefore, a condition of the Govern- 
ment’s survival. As we shall see presently, the new banking laws were 
framed to some extent with this object in mind. Similar motives lay 
behind decisions to establish certain manufactures and to provide 
for the training of samurai both as managers and skilled artisans. 
But in this context the Government was not concerned solely with 
turning the edge of political revolt. Samurai themselves, the new 
rulers were moved by a conviction that men of their own class 
possessed unique qualities of character which could contribute much 
to the development of their country.^ As events were to prove, they 
judged well. 

If the establishment and growth of the more highly capitalized 
industries and the basic services can be attributed mainly to Govern- 
ment initiative, the inception of other new industries and expansion 
of several old ones came largely as the response of private enterprise 
to the opportunities presented by the opening of the country to 
foreign trade. Here an essential part was played by European and 
American merchants settled in the ports. Japan’s experience of world 
markets and sources of supply as well as of the technique of foreign 
commerce was at this time narrowly limited. So, until the end of the 
century, foreign merchants conducted the major part of the overseas 
trade. They and the branches and agencies of such foreign banks as 
the Oriental Banking Corporation and the Hong Kong and Shanghai 
Banking Corporation financed much of this trade and, incidentally, 
the dealers from whom the foreign merchants obtained their supplies. 
European and American merchants and bankers can, therefore, be 
regarded as one of the chief instruments of economic change during 
these early years.^ 

Under the stimulus of Governmental example and of the new 
opportunities caused by the freeing of trade and the opening of the 
country, industry and commerce began to advance. The railway 
mileage, including State lines, increased to 122 by 1881. The tonnage 

^ Cf. T. C. Smith, Political Change and Industrial Development in Japan: 
Government Enterprise^ 1868-1880, p. 33. 

* For a more detailed account of the activities of foreign merchants in Japan, 
see G. C. Allen and A. G. Donnithome, Western Enterprise in Far Eastern 
Economic Development: China and Japan, especially Chap. XU. 
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of the mercantile marine grew from some 26,000 in 1873 to about 
50,000 in the early eighties. There was a gradual increase ifl the 
number of ships built in Japanese yards,, although in 1880 the tonnage 
constructed amounted to only 3,200 tons of steam and 1,100 tons of 
sail. Various public utilities spread slowly to the chief cities, including 
gas supply and tramway services. • ' 

. The new communications, especially railways and steamships, 
played an indispensable part in promoting economic growth. Mar- 
kets were enlarged and local specialization encouraged. Prince 
Matsukata was certainly right in suggesting, with an eye on his own 
country’s needs, that there was a high correlation between railway 
development and general economic progress in the various parts of 
the world.^ Yet, it is probable that mechanized transport, at any rate 
in the early years of Meiji, was less significant for Japan than inno- 
vations that were technically quite primitive, It has been well-said 
that the construction of ‘dirt’ roads and the replacement of pack- 
horses and human porters by rickshaws and carts pulled by horses, 
oxen, dogs and men, probably exerted a more powerful influence on 
the development of the new economy than the railways.^ In the same 
way, the new highly capitalized and newly equipped factories, though 
important both from the standpoint of their own production and 
from that of their role as models, may well have made a smaller 
contribution to Japan’s progress in the early years than the work- 
shops that were now provided with simple, if novel, types of 
machinery. Apart from the new enterprises in the hands of the 
Government, the number of large establishments engaged in the 
manufacture of Western-style products remained small; but the 
foundations of many undertakings which later became important 
were laid. For example, in the early seventies, plants for the produc- 
tion of beer and cigarettes were initiated by private individuals; and 
the Ashio copper mines were acquired and re-organized by the 
Furukawa family in 1877. A number of new small-scale manu- 
facturing industries appeared, such as the manufacture of matches; 
while many of the old-established trades succeeded in adjusting 
themselves to the new conditions. In particular, the steady increase 
in the demand for raw silk for export continued to bring advantages 
to the peasantry. 

This progress, however, was not evenly spread; for certain groups 
of producers who had already been injured by the opening of the 
country to foreign trade, suffered further injury through the abolition 
of feudal institutions. ‘A vast number of occupations which had 
hitherto been thriving had suddenly to be abandoned, and skilled 
labourers and artisans were thrown out of employment in thousands. 

^ T. C. Smith, Political Change and Industrial Development, p. 43. 

■ W. W. Lockwood, The Economic Development of Japan, p. 107. 
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Moreover, all kinds of monopolies and business privileges which the 
daimyo granted to their favourite merchants and to themselves 
ceased to exist with the fall of feudalism/^ When the Shogun gave up 
his residence at Yedo (Tokyo), this meant the withdrawal of an 
enormous number of retainers, both his own and those of the 
daimyo^ The economic life of the town was for a time paralysed by 
this loss of a large consuming class. Similarly, when feudalism was 
abolished, the Osaka merchants whose business had been to sell the 
rice crops sent to that city by the daimyo lost their chief function. In 
the provinces industrial life had formerly centred round the castle 
towns. ‘Many tradesmen of all occupations whose labour once found 
a market at the castle or among the hosts of retainers quartered near 
it, now found but scanty occupation and poor recompense. The 
productions of many of them (were) superseded by foreign goods.’^ 
Foreign trade, though still small by the standards of later times, 
increased considerably in the decade following the Restoration. ln\ 
1868 the total value of foreign trade, calculated in silver yen, amoun- 
ted to about 26 million; by 1873 it had risen to about 50 million yen, 
and by 1881 to 62 million yen. In interpreting these figures we should 
remember that during the seventies silver was depreciating both in 
terms of gold and of commodities in general, and that, therefore, 
the growth was less than at first sight appears. This is borne out by 
the fact that between 1873 and 1880 the tonnage of merchant ships 
entered at Japanese ports from abroad rose only from 566,000 to 
691,000.^ Except for the years 1868 and 1876 the value of imports far 
exceeded that of exports, and the total adverse balance on the visible ^ 
trade between 1868 and 1881 amounted to nearly 79 million yen. 
The adverse balance of payments was far greater than this because 
Japan had to remit large sums abroad for financial services rendered 
by foreign merchants and banks who handled nearly all the foreign 
trade, and for shipping services, as well as for various Government 
payments. This debit balance was met partly by foreign capital 
movements, namely the proceeds of the two loans raised in London 
and the short-term capital imported by foreign merchants and finan- 
cial houses, but chiefly by the export of specie which the inflationary 
policy of the time encouraged. The net export of specie from 1872 to 
1881 amounted to over 70 million yen.^ 

The composition of the foreign trade was typical of a country in 
Japan’s stage of development. The bulk of the imports consisted of 

^ S. Okuma, The Industrial Revolution of Japan’, in North American Review, 
Vol. 171. 

■ The Currency of Japan, p. 37. 

* Even in 1880 only about one-fifth of the total tonnage entering the ports was 
Japanese-owned. 

^ The Currency of Japan, pp. 287, 326. 
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manufactured goods, of which textiles, particularly cotton, formed 
by far the most important group of commodities. The import of 
cheap Manchester goods rose very rapidly in the early seventies and 
displaced many of the domestic fabrics formerly produced in the 
homes of the people. Other fairly important items consisted of capital 
goods, such as machinery, ships, railway equipment, munitions, and 
other manufactured metal products. Great Britain occupied a pre- 
eminent position in Japan’s import trade at this time and was respon- 
sible for about half of it. This was due not merely to the superiority 
of England’s manufacturing industry but also to her highly developed 
organization for conducting foreign trade, her experienced merchant 
houses and her financial machinery. 

Exports consisted mainly of raw products of which raw silk and tea 
were the chief. Raw silk had long been produced in Japan, but the 
development of the industry had been handicapped by sumptuary 
laws which forbade the wearing of silk clothes by commoners, ifiy 
one of the many fortunate accidents that have attended Japan’s 
modern development it happened that the opening of Japan to 
foreign intercourse coincided with the outbreak of silkworm disease 
in Europe. A strong demand for Japanese silkworm eggs and raw 
silk developed, and silk became at once, what it long remained, by 
far the most important item among the exports. Although the 
competitive position of Japanese raw silk in European markets was 
assisted by the opening of the Suez Canal in 1869, yet the trade did 
not expand very rapidly in the seventies, because the French had by 
then been able to rebuild their industry by importing supplies of 
healthy eggs from Japan. Nevertheless, the relative importance of 
this trade to Japan is shown by the fact that the only occasions on 
which she had an export surplus during this period (namely in 1868 
and 1876) were years in which demand for her silk rose sharply owing 
to the failure of the French and Italian crops. Japan would necessarily 
have encountered far greater difficulties in carrying out quickly 
her programme of Westernization if this accident of nature had not 
created a large foreign demand for one of the few products which she 
was capable of producing for export in the early days of the modem 
era.^ The second most important export commodity was also a 
product of Japanese agriculture, namely tea, which was sent for the 
most part to the United States. In addition, an export trade grew up 
in rice, from which the former export prohibition was removed in 
1873, and in marine products. Copper, the chief export in Tokugawa 
days, remained fairly important. Manufactured goods came low on 
the list and they consisted almost entirely of the traditional products 
of the Japanese craftsman — pottery, fans, Japanese-style paper, 
lacquer and bronze wares. With the exception of copper, all the 
^ In 1876 nearly half of Japan’s exports consisted of raw silk. 
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Japanese exports came from the small-scale industries many of which 
were conducted in peasant households. In the raw silk trade, for 
example, the peasants at that time produced not only the cocoons, 
but also reeled the silk in their farm-houses. The few manufactured 
articles among the exports were produced cither by localized groups 
of skilled craftsmen or, as with matches, by women and children 
working in small workshops or in their own homes. 

2. Financial Problems 

In 1868 the new Government found itself faced by grave budgetary 
difficulties. Because of the cost incurred in crushing the clans hostile 
to the Imperial rdgime, public expenditure was heavy, while revenue 
was difficult to obtain. The whole of the revenue which the Shogun 
drew from his own domain and on which that ruler had mainly relied 
for meeting his administrative expenses was not yet available for the 
Meiji Government, and the local governments still preserved financial 
autonomy. The chaotic state of the country made it difficult for the 
Government to impose new taxes, and agreements with foreign 
Powers strictly limited the amount that could be secured from cus- 
toms duties. The expenditure in 1868 was 25 million yen; while 
Government revenue from ordinary sources amounted to no more 
than 3*7 million yen.^ The Government obtained goyokin from Mitsui 
and other merchants who were among its chief supporters, and it 
borrowed on short term from several Japanese and foreign merchant 
houses. Total receipts from these sources were only 5-4 million yen 
and consequently there was a deficit of nearly 16 million yen in that 
year. In 1869 expenditure amounted to 20*8 million yen, while 
revenue from taxes, short loans, fines and goyokin came to only 10*5 
million yen.^ In these circumstances the Government was obliged to 
resort to the printing press, and in those two years notes to the value 
of 48 million yen were issued. Some of them were issued through 
the medium of the old Exchange Companies {Kawase-gumi) which 
made large profits on the business. Prominent among these companies 
was the house of Mitsui. The issue was resented by the daimyo who 
feared the effect of the Government notes on their own paper money, 
and the general distrust of the Government’s position led to a heavy 
depreciation in their value. At one time during 1868 the notes 
exchanged for specie at a discount of 55 per cent. The currency 
situation was, indeed, alarming; for the monetary circulation com- 
prised not merely these new issues of inconvertible notes, but also 
gold and silver coins in varying degrees of debasement — an inherit- 

^ M. Takaki, The History of Japanese Paper Currency, p. 11. 

* This account of Japanese finances is based largely on S. Okuma, A General 
Review of Financial Policy during Thirteen Years (1868-80), and on other articles 
and reports in The Currency of Japan (Japan Gazette). 
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ance from the Shogunate — and about 1,500 varieties of clan notes. 

The forces hostile to Meiji had been finally crushed by the'end of 
1869. In consequence the Government’s expenses diminished, and in 

1870 there was no considerable rise in the note issue. The cessation of 
inflation, together with the increasing confidence in the new regime, 
was responsible for an appreciation in the value of the notes which, 
the Government had announced, were to be redeemed in 1873. In 

1871 the abolition of the han widened the sources of State revenue, 
and in the same year an attempt was made to reform the coinage. A 
law was passed defining the content of the gold yen and making it the 
standard coin, although at the Treaty Ports the silver yen, equivalent 
in bullion content to the Mexican dollar, was declared to be legal 
tender. At the same time the Government set up a mint at Osaka 
equipped with modern machinery and staffed by foreign experts. 

But there were still serious difficulties to be overcome. With the 
abolition of the han the Government assumed responsibility for local 
administration. Although the revenues which the daimyo had previ- 
ously received from their subjects were henceforth due to the central 
exchequer, it was not easy at first to ensure the collection of these 
sums. The Government, moreover, had to compensate the lords for 
surrendering their rights, and at the same time to take over their 
former liabilities. The most onerous of these was the provision of 
annual pensions for the samurai, whose functions as feudal retainers 
had now ceased. Further, the Government made itself responsible 
for the debts of the daimyo, and it had to provide indemnities for the 
Buddhist church on its disestablishment. These measures increased 
the budgetary difficulties. In 1872 while total expenditure was 58 
million yen, revenue reached only 33 million yen. New issues of 
paper money were accordingly made, and the amount of Government 
notes in circulation rose to over 73 million yen in that year. 

The State next assumed responsibility for the local notes formerly 
issued by the han governments. For redemption purposes these notes 
were valued at the market rate then ruling in terms of Government 
notes, and the amount was placed at 26 million yen. Thus, at the end 
of 1872 the total volume of paper currency in circulation amounted 
to just under 100 million yen. In the next year the Government, in 
fulfilment of its promise to redeem its notes, offered bonds bearing 
interest at 6 per cent in exchange for the paper currency. Fewer of 
these bonds were taken up than had been anticipated, partly because 
the current rate of interest was far above that carried by the bonds, 
and partly because of the rise in the value of the notes. Nevertheless, 
by June 1876 the note issue had fallen to 94 million yen, and by that 
time the notes were practically at par with specie. Indeed, because of 
the sudden increase in the foreign demand for Japanese silk at that 
time through the failure of the European crops, they actually stood 
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at a premium in terms of Mexican dollars and silver yen in the latter 
part of 1876. Thus, by that year the Government seemed to have 
solved its chief currency difficulties, and this success had been achieved 
in spite of the expenses in connection with the annual payment of 
pensions to the privileged classes, the expedition to Formosa and 
the Saga Rebellion in 1874. At first sight it may seem surprising 
that the great expansion in the note issue during the first eight years 
of the new regime had failed to bring about a larger depreciation. 
But Japan at the time was passing quickly from a natural to a money 
economy. Industry and population were increasing; local barriers to 
trade had been destroyed; and money payments had been substituted 
for rice payments in the case of the land tax. Thus, along with the 
rise in the quantity of money, there had occurred simultaneously a 
considerable expansion in the demand for it, and so its value had 
been largely maintained. 

During this period, while the greater part of its budgetary deficits 
had been met by note issues, the Government had also raised loans 
for the same purpose. The money borrowed on short term during the 
first two years of the regime had all been repaid by 1871. Apart from 
these short-term loans, others were also contracted during the period 
before 1876. Two were raised abroad — in London. The hrst, in 1867, 
was a loan of 32 million yen, mainly for the purpose of constructing 
the Tokyo-Yokohama railway, and the second, 10-7 million yen, 
was raised in 1872 to provide funds for meeting the obligations 
incurred through the abolition of feudalism. In addition to these, 
domestic bond issues were made. One, as already mentioned, was 
used for the redemption of paper money. Two others were issued in 
1873 to cover the liabilities of the Government incurred through 
taking over the debts of the han, and a further issue consisted of 
Pension Bonds. The Government offered these to members of the 
privileged classes who wished to capitalize their annual pensions. 
By June 1876 the total unredeemed liabilities of the Government in 
the form of bonds amounted to 55 million yen. 

In the meantime an attempt had been made to reform and systema- 
tize taxation. In the days of the Shogunate the chief revenues of the 
local and central governments, as we have seen, had come from the 
land tax, arbitrary in amount and payable in rice. In the years 
immediately following 1872 a new assessment was made with the 
object of producing a revenue which, though broadly the same as 
before, was less liable to fluctuate in money terms. The net average 
produce of the various holdings during a five-yearly period was 
valued at the prices then ruling and was capitalized at rates varying 
from 6 to 7 per cent. On this a land tax of 3 per cent was at first 
imposed, but in 1876 it was reduced to 2J per cent. Under the old 
regime the people had also been subjected to a large number of 



42 


A SHORT HISTORY OF MODERN JAPAN 


miscellaneous taxes which scarcely repaid the cost of collection. In 
1875 the whole system was drastically reformed, and in the course of 
the next five years the number of taxes was reduced from nearly 1,600 
to 74. The land tax, however, remained for many years the only 
important source of revenue, and in 1879-80 it accounted for four- 
fifths of the whole tax revenue. 

Although by 1 876 these reforms in taxation had not yet yielded 
their fruits, the fiscal position at that time was by no means unsatis- 
factory, especially in view of the difficulties with which the Govern- 
ment had been confronted. A large part of its liabilities was an 
inlicritance from the Shogunate, and its period of office had been one 
in which it had been engaged in suppressing rebellion and in trans- 
forming the adrninistrative and economic life of the country. Some 
of its debts were covered by valuable assets, such as a railway and 
several industrial and commercial undertakings. 

Its financial troubles, however, were not yet over. In 1877 the 
Satsuma Rebellion broke out and heavy expenditure was incurred 
before it was finally subdued. This expenditure was covered, in part, 
by another issue of Government notes to the amount of 27 million 
yen, and, in part, by a bank loan of 15 million yen. About the same 
time, the State decreed that the pensions of the privileged classes 
should be commuted, and to this end it issued to them interest- 
bearing pension bonds to the amount of 174 million yen. The national 
debt was thus raised in the course of 1877 from 55 million yen to 
over 240 million yen, although of course most of this increase repre- 
sented merely the capitalization of an existing annual liability. The 
commutation of the pensions is of great importance because of its 
indirect effect upon the currency situation. To understand how this 
might be, we must consider the circumstances in which the first banks 
of a modern type were instituted in Japan. 

The collapse of the old regime had meant the destruction of the 
financial machinery dependent on it. The last vestiges of the guild 
system had been swept away ‘as being opposed to the principles of 
political economy’,^ and the old merchants and financiers whose 
credit was bound up with that system suffered severely. ‘For a time 
all dealings on credit came to an end’,^ and there was in consequence 
a great tightness of money. The abolition of the han also struck a 
blow at the structure of commerce and finance. The merchant- 
bankers of Osaka and Tokyo had acted as the daimyo's agents for 
the disposal of their rice revenues. They were accustomed to make 
loans on the security of this produce, and they possessed an organiza- 
tion for remitting money from one centre to another. The disappear- 
ance of the han brought this business to an end and swept away 
many of the old merchant houses in a common ruin. Two of the 

^ See S. Okuma’s Report. • Ibid. 
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wealthiest merchants, Ono and Shimada, went bankrupt in 1873, 
and a large number of smaller firms ceased business. At the same 
time the establishment of a centralized Government meant that taxes 
formerly paid to the local governments were now sent to a central 
exchequer, and this produced a pronounced tightness of money in the 
distant provinces at tax-collecting time. Thus, with the old financial 
mechanism in chaos and with new financial problems arising as a 
result of the political changes, fresh banking institutions were 
obviously required. In the early years of Meiji several new Kawase- 
gumi (exchange companies) had been formed by wealthy merchants. 
These carried on ordinary banking business and were authorised to 
issue notes against their reserves. But they scarcely met the needs of 
the new era, and in 1872 the establishment of Western-style banks 
with the right of note issue was authorized. 

On the advice of Prince Ito the American system of national bank- 
ing was taken as a model, in spite of opposition from those who 
favoured a central banking sy^item. According to the Regulations 
issued in 1872, a national bank was to deposit Government paper 
money equal to three-fifths of its capital with the Treasury, and to 
hold gold equivalent to two-fiflhs of its capital as a reserve. The 
Treasury handed to the banks Paper Money Exchange Bonds bearing 
6 per cent interest in return for the notes deposited with it, and the 
banks were then permitted to issue their own notes redeemable in 
gold up to the amount of the security which they possessed. In this 
way it was expected that part of the Government’s inconvertible 
note issue would be replaced by notes convertible into gold, and that 
elfcctive banking machinery to serve the needs of the new economic 
system would be brought into being. The operations of these banks, it 
was also hoped, would lead to a fall in the rate of interest which, since 
1868, had apparently ranged between 13 and f4 per cent per annum.^ 

These expectations were not realized. Only four national banks 
were established under these regulations, the first and fifth in 1873 
and the second (which was a converted Yokohama Exchange Com- 
pany controlled by Mitsui) and the fourth in 1874. Their actual note 
issue never exceeded 2,300,000 yen. The reasons for the failure of this 
experiment are not difficult to discover. The relatively low rate of 
interest paid on the Government bonds, which the banks received in 
exchange for the Governmant paper money deposited with the 
Treasury, made an investment of this kind unprofitable. Further, 
the banks found difficulty in keeping their notes in circulation. Since 
these notes were convertible into specie, whereas the Government 
paper money of the same face value was at a discount, merchants 
who had to pay for imports naturally found it profitable to present 

^ Rates charged by Mitsui on commercial loans of 10,000 yen and over (S. 
Okuma’s Report). 
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the bank notes at the issuing bank and so to obtain gold for their 
foreign payments. In this way the national banks were drained of 
their reserves. 

In 1877 the hereditary pensions of the privileged classes were 
commuted for public bonds. ‘Now this class, beyond the functions 
which had appertained to it under the regime which had passed 
away, was ignorant of the ordinary means of gaining a livelihood, and 
now being suddenly released from these functions, was greatly in 
danger of falling into a state of indigence and perhaps into pauperism, 
unless some calling could be found for its members. The Government 
consequently, with the object of finding a means by which the mili- 
tary class could turn their public debt bonds to account in obtaining 
a livelihood, and moved also by the want of circulating capital in the 
country and the general tightness of money, adopted a plan calculated 
to confer a double benefit, the principle of which was the establish- 
ment of national banks by the military class on the security of the 
public bonds held by them.’^ It should be added that the very 
existence of the new Government might have been endangered if the 
military class had been antagonized by the financial settlement which 
the Government had enforced on them. Because of the relatively 
low rate of interest on the bonds (7 per cent) and of the large volume 
that had been issued, there was every likelihood that they would 
depreciate in value. Indeed, even the bonds issued in 1874, when the 
commutation was on a voluntary basis, changed hands at a discount 
of from 40 to 50 per cent a year or two later.^ 

So the National Bank Regulations were revised, and from 1876 
onwards bank notes, within a limit of 34 million yen, could be issued 
by national banks against the deposit with the Treasury of Govern- 
ment bonds equal to 80 per cent of their capital. Instead of a specie 
reserve only a currency reserve was now required. Since the currency 
was Government paper money, the bank notes thus lost their 
characteristic of convertibility. Banking now seemed, however, to 
offer good prospects to the holders of the pension bonds. Between 
1876 and 1880 148 new national banks were founded, and at the end 
of this period the limit set by the Government on the total issue had 
been reached. The largest of these banks was the Fifteenth Bank, 
established in 1877 with a capita! of 18 million yen by a group of 
nobles. As its main function at this time was to lend the State 15 
million yen towards the expenses of suppressing the Satsuma Rebel- 
lion, it cannot have played an important part in financing trade and 
industry. This seems to have been true of the majority of the banks. 
Formed by men without business experience, they were in general 
badly managed, and most of the real banking business of the country 
was conducted either by foreign banks or by those native institutions 
^ S. Okuma’s Report. * The Currency of Japan, p. 141. 
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which had been established by the mercantile class before the amen- 
ded regulations of 1876. The large note issues made by the banks, 
however, contributed substantially to the inflationary movement 
which began with the Government’s own issue of 27 million yen of 
paper money in 1877. In June of the previous year the total issue of 
Government and bank notes amounted to just over 95 million yen; 
by the end of 1878 the volume had risen to over 150 million yen. 
State indebtedness had also grown — from 55 million yen in June 1876 
to 254 million yen in June 1878. The greater part of this increase had, 
of course, been occasioned by the pension bond issue and by the loan 
from the Fifteenth Bank already mentioned. But in addition an 
Industrial Works Loan of 12J million yen was raised in 1878 to 
provide for railway construction and the improvement of harbours, 
roads and bridges. 

All the symptoms of a violent inflation now showed themselves. 
General prices rose rapidly, and the price of rice, by far the most 
important commodity, was doubled between 1877 and 1880. Specie 
left the country. The rate of interest rose and Government bonds fell 
in price. The silver yen, which became legal tender throughout the 
country in 1878 when a bi-metallic standard was officially adopted, 
rose in terms of paper money, and by 1881 1 yen of silver was 
equivalent to 1 yen 80 sen of paper. The depreciation of the notes 
was accompanied by frequent and violent fluctuations in their value 
in terms of silver, and it was not uncommon for a rise or fall of 10 
per cent to take place in the course of a single day. The profit inflation 
which accompanied these financial disturbances gave a temporary 
stimulus to certain branches of industry, as we have already shown. 
Enterprises in many sections of manufacture and mining were newly 
established or were re-organized and expanded. The farmers are said 
to have benefited greatly.^ While the burden of their debts and taxes 
payable in paper money remained constant, their money receipts 
from sales of rice and silk were augmented. ‘New farm houses sprang 
up in every province; new clothes and ornaments were freely 
purchased; landed property came into great demand . . . and in 
general everybody rejoiced in hope and a sense of prosperity.’^ The 
landlords, in particular, received a windfall, for their rents were paid 
in rice while their tax obligations were expressed in the depreciating 
currency. They applied their capital gains partly to the purchase of 
more land and partly to investment in trade and industry in which 
many of them already participated. It was from the landlords that 
many of the new industrial entrepreneurs were recruited at this time. 

The Government was not ignorant of the dangers of this infla- 
tionary boom. The cost of living was steadily rising, and the exchange 

^ The Currency of Japan, p. 271 • 

* U,S. Consular Reports, Vol. XIX, No. 68, p. 655. 



46 


A SHORT HISTORY OF MODERN JAPAN 


fluctuations made foreign trading exceptionally hazardous. The 
foreign merchant class was loud in its complaints, declaring that the 
Japanese dealers repudiated their contracts when price changes made 
the terms unfavourable to them. In 1879 and 1880 the State tried to 
check the depreciation of notes by disposing of part of its reserve of 
silver through Mitsui and certain of the national banks, and by 
cancelling the notes so acquired. Its own issue of paper money fell in 
consequence of this step by some 12 million yen between 1879 and 
1880, although the circulation of bank notes rose by about 5 million 
yen in the same period. Furthermore, the Government tried to 
impro /e its budgetary position by increasing taxation; but it was not 
until October 1881 when Count (later Prince) Matsukata was 
appointed Minister of Finance that the financial situation was finally 
brought under control. The story of the establishment of a sound 
budgetary and financial system, however, belongs to the next chapter 
in Japanese history. On the whole, in view of the enormous difficulties 
that faced the new Government — both those inherited from Toku- 
gawa and those inseparable from the consolidation of the new 
regime — the Government’s record can scarcely be condemned. Most 
of the financial troubles of the period were the consequence of events 
beyond the Government’s control rather than of mistakes of policy. 
Even the unsuccessful experiment in national banking was deter- 
mined by the peculiar conditions of the time, and chaotic as the 
situation appeared in 1881, only a few years of resolute administra- 
tion were required before stability was established. 

Japan, shaken by the repeated political and financial crises, gave at 
this time little promise of her future development, save in the deter- 
mined way in which her leaders faced their difficulties. Even some of 
the more prominent Japanese were pessimistic. The foreigners in 
Japan contemplated with complacency the mediocrity of achievement 
which the future promised. ‘Wealthy we do not think it (Japan) will 
ever become: the advantages conferred by Nature, with the exception 
of the climate, and the love of indolence and pleasure of the people 
themselves forbid it. The Japanese are a happy race, and being 
content with little arc not likely to achieve much.’^ Clearly Japan 
could not expect to rival the West in the realms of high finance. 
When he considered the unsuccessful banking experiments of the 
seventies, a contemporary foreign resident found an unflattering 
explanation of their failure. ‘The national banking system of Japan 
is but another example of the futility of trying to transfer Western 
growth to an Oriental habitat. In this part of the world principles, 
established and recognized in the West, appear to lose whatever 
virtue and vitality they originally possessed and to tend fatally 
towards weediness and corruption.’^ 

^ The Currency of Japan, p. 121. • Ibid,, p. 112. 
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FINANCIAL FOUNDATIONS, 1881-1914 


The last two decades of the nineteenth century were noteworthy for 
the creation of a stable monetary system which, in spite of many 
difficulties, was adequate to withstand both the strains of rapid 
economic expansion and the crisis produced by the Russo-Japanese 
War. During the seventies Japanese finances had been disturbed by 
the political troubles incidental to the Restoration, and the banking 
experiments of that period yielded results that were hardly satis- 
factory. With the appointment of Count (later Prince) Matsukata as 
Minister of Finance in 1881 a determined and successful attempt was 
made to introduce order into the chaotic financial situation. It was 
decided to abandon the experiment in national banking, to establish 
a central banking system on the European model, to balance the 
budget and to restore parity between tlie silver yen and the notes. 

In the first place reforms were effected in the system of land 
taxation, and increased taxes were levied on sake and tobacco.^ 
Economies in administration were achieved; grams for public works 
and private enterprises ceased; and many Government factories and 
other properties were sold. A sinking fund was instituted to provide 
for the redemption of the public debt, and in consequence of this 
and of successful efforts to balance revenue and expenditure, the 
public debt which had stood at 245 million yen in 1880 was only 
5 million more ten years later when the national income and the 
taxable capacity of the country had considerably risen. A marked 
reduction was effected in the service charge on the debt. In 1880 the 
Government had paid rates of interest ranging from 7 to 10 per cent 
even on short loans. In 1885 it was possible to raise a foreign loan 
for building the Nakasendo Railway at 6 per cent, and in 1886 all 
public bonds carrying interest over 6 per cent were redeemed by a 
5 per cent conversion issue. In the same year the Government 
began the practice of drawing up regular annual budgets. Thus, in a 
very short time the disorderly state of the public finances had been 
remedied. 

Japan’s newly found financial strength was tested in the Sino- 

‘ In 1875-76 the total tax revenue was 57,800,000 yen, of which 50,000,000 yen 
came from the land tax; by 1883-84 the lax revenue was 69,200,000 yen, of which 
39,000,000 came from the land tax. See A. Andreades, Les Finances de VEmpire 
Japonais et leur Evolution, p. 50 and passim. 
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Japanese War of 1894-95. On the eve of that war annual public 
expenditure was about 80 million yen and was completely dbvered 
by revenue from taxes and other non-loan receipts. The war expendi- 
ture amounted to about 200 million yen, and this was met almost 
entirely from internal bond issues (117 million yen), appropriations 
from surplus accounts, revenues from occupied territories and part 
of the indemnity received from China. There was no increase in 
taxation and the net addition to the national debt was relatively 
small.^ As a result of the war Japan was able to annex Formosa and 
the Pescadores, to secure an indemnity of 366 million yen, to bring 
the regime of capitulations to an end and with it the restrictions on 
her right to direct her own tariff policy. This last result was signalized 
in a number of treaties with foreign Powers signed in 1899. But her 
victory brought her into direct rivalry with Russia in Northern Asia, 
and she was obliged to undertake a burdensome policy of armament. 
The development of Formosa, moreover, involved the granting of 
substantial annual subsidies. Annual State expenditure rose from 
about 80 million yen in the early nineties to between 250 and 293 
million yen in the fiscal years 1900-04.The greater part of this increase 
was absorbed by the Army and Navy. To meet these new expenses 
the Government instituted national monopolies of tobacco and 
camphor from which a large revenue was subsequently derived, and 
it greatly increased existing taxes, especially the sake^ income, busi- 
ness and land taxes. 

To cover the rising expenditure it was also necessary to raise loans 
both at home and abroad, and the national debt rose from 207 
million yen in December 1894 to 435 million yen in December 1903. 
These figures do not cover loans raised to provide capital for the 
State railways. If these are included, the total national debt in 1903 
amounted to 539 million yen, of which 98 million yen had been raised 
abroad. Although some of this money had been used for public 
works of a revenue-earning character, the greater part of the loans 
had been raised for financing war-preparation. 

The war with Russia cost the State about 1,500 million yen, which 
was covered mainly by foreign borrowing, although there was an 
increase in taxation and domestic bond issues. By December 1907 
the aggregate national debt reached 2,244 million yen (including the 
railway and ironworks debts) and of this more than half was foreign 
debt. Thus between 1894 and 1907 the national debt had increased 
tenfold. The territorial acquisitions that resulted from the war 
imposed additional financial burdens. Japan now had to spend 
money on the development of Korea, the Kwantung Peninsula and 
South Manchuria; while fear of Russia still obliged her to add to her 

^ A. Andreadcs, op. cit., pp. 51-60; and Foreign Affairs Association of Japan, A 
History of Japanese Finance, pp. 8-10. 
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expenditure on armaments. The annual public expenditure, therefore, 
continued to increase, and in the years just before the First World 
War it amounted to nearly 600 million yen, more than twice that of 
the early years of the century. But the national income of the country 
was growing, and Japan was able to meet this expenditure out of 
taxation. The increased taxes imposed at the time of the Russian 
War, however, had to be maintained during the subsequent period. 
For instance, the land tax which in 1899 had been raised from 2^ per 
cent to 5 per cent for urban sites and 3*3 per cent for rural sites rose 
again in 1905 and later reached 11 J per cent on the most highly 
taxed sites. 


ORDINARY REVENUE^ 
(/■// thousand million yen) 



1893-94 

1903-04 

1906-07 

Land Tax 

38-8 

46-9 

85-6 

Income Tax 

1*2 

8*2 

21-8 

Patent Fees 

— 

70 

19-4 

Drink Excise 

16-7 

531 

59-2 

Shoyu Excise 

1-3 

3*5 

5-3 

Sugar Excise 

— 

6-9 

16-8 

Customs Duties 

51 

17-4 

31-8 

Stamp Duties 

Receipts from Public Undertakings 

08 

14'2 

27-4 

and State Properly 

11-6 

55-7 

104-7 

Miscellaneous Receipts 

10-3 

11-5 

20-5 

Total 

85-8 

224-4 

392-5 


If the amount of the national debt did not increase after 1907,2 its 
composition altered very considerably. Military success had raised 
Jaoan’s credit-standing, and she was able in the years before 1914 
to float a number of foreign loans for conversion purposes. Part of the 
proceeds of these loans was used to repay domestic debt raised at a 
higher rate of interest. So in 1914, out of a total national debt of 1,832 
million yen (excluding the railway debt), 1,524 was foreign debt, 
whereas in 1907 when the total debt v/as 2,064 million yen, the shares 
were much more evenly balanced. The State Railway Debt, which 
falls into a special category, has been excluded from these figures. 

^ A. Andreades, op, cit., p. 79; also The Financial and Economic Annual of Japan 
(various issues), which is the source used for most of the statistical data on public 
finance. 

* That is if the State Railway Debt is excluded. 
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In 1906 the Government, which had previously owned only a few 
lines, began to execute its plan of nationalizing the railway sfystem, 
and it borrowed money for this purpose. In 1914 the amount of 
railway debt outstanding was 729 million yen, compared with 117 
million yen in 1906. 

The three main features in the history of Japanese public finances 
during the twenty years before the First World War were, first, the 
large increase in annual expenditure, secondly the growth of the 
national debt, and thirdly, the large import of foreign capital. These 
were the necessary consequence of Japan’s policy of developing her 
rc&uiirccs in the interests of national power; for the increased expendi- 
ture and borrowing were incurred mainly in connection with war, 
armaments, colonial exploitation and the establishment of industries 
of ‘national importance’. The growth in her productivity had greatly 
increased her tax revenue, and her success in raising loans abroad 
at relatively low rates showed that by this time foreign investors were 
confident of her future. The rapid pursuit of ambitious political 
objectives, however, had strained her financial strength, and as by 
19 J 4 she had nearly reached tiic limit of her foreign credit, it seemed 
that her expansionist programme would have to be executed more 
cautiously. , 

We must now turn to the history of banking and currency during 
this period. In 1881 the chief financial objectives were the redemption 
of the inconvertible paper money, the legacy of the seventies, and the 
accumulation of a specie reserve which could serve as a backing for 
a new issue of convertible notes. With these ends in view Count 
Matsukata, in a memorandum of March 1882, advised the immediate 
establishment of a central bank modelled on those of European 
countries.^ He argued in this document that the evils from which the 
country was sulfcring were the excess issue and unequal distribution 
of the currency, the shortage of liquid capital and the depletion of 
the specie reserves. He criticized the national banks for their lack of 
co-operation with one another, and he declared that a central bank 
was needed to co-ordinate the financial activities of the State. Its 
formation, he said, would help to equalize rates of interest in different 
parts of the country; hoarding would cease; and, as the operations 
of the Treasury would be entrusted to the Bank, the tightness of 
money at tax-collecting time would be mitigated. The immediate task 
of the Bank, however, was to redeem the inconvertible notes and to 
provide a unified note issue backed by adequate specie reserves. 

The regulations of the Bank of Japan, as later drawn up, provided 
that it was to issue its notes only against a specie reserve, except for a 

^ See M. Matsukata, Report on the Adoption of the Gold Standard in Japan, 
passim. 
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fiduciary issue on which a tax of 1 J per cent was to be paid.^ In times 
of crisis the Bank, with the permission of the Minister of Finance, 
was empowered to increase its fiduciary issue on the payment of a 
tax of not less than 5 per cent on the amount of the increased issue. 
At the same time, provision was made for the withdrawal of the 

NOTE ISSUES 

{in million yen) 

Government National Bank Bank of Japan 
End of Year Paper Money Notes Notes 


1881 

118-9 

1885 

93-4 

1890 

40-1 

1895 

15-7 

1900 

5-1 


34-0 

— 

30-2 

4-0 

26-4 

102-9 

22-3 

110-5 

1-6 

179-8 


inconvertible Government notes and the national bank notes, and 
the regulations governing the Bank’s own note issue were suspended 
until parity between the notes and silver had been reached. Funds 
obtained from the sale of Government factories were used for the 
purchase of specie, and part of the budget surplus after 1881 was 
used for acquiring foreign bills of exchange or for the redemption of 
Government notes. The national banks were required to transfer 
their reserves to the Bank of Japan and to make annual payments 
into a fund which was to be employed for the redemption of their 
notes. The retirement of the inconvertible paper money was rapidly 
brought about, and by 1886 specie payments were begun. Thus, 
after only four or five years the paper money, which at the beginning 
of the period was from 70 to 80 per cent depreciated in terms of 
silver, had been brought to par. The Government paper money was 
finally redeemed in 1899 and the last national bank note in 1904. A 
lav of 1896 provided that national banks on the expiry of their 
charters were to be dissolved, and by the end of the century 132 of 
them had been transformed into private banks, while the rest (21 in 
number) had been wound up. 

The deliberate contraction of the currency during the early eighties 
was naturally accompanied by a fall in prices, including the price of 
rice. While this raised the real revenue from the land tax, it imposed 

^ The following account of Japan’s banking history is based largely on: United 
States' National Monetary Commission (1910), Vol. XVIIl; M. Takaki, The 
History of Japanese Paper Currency, M. Matsukata, Report on Post-Bellum 
Financial Administration in Japan\ Japanese Department of Finance, A Brief 
Outline of the Financial System of Japan (1905); us Department of Commerce, 
Japanese Banking. 



52 


A SHORT HISTORY OF MODERN JAPAN 


additional burdens on the agricultural community, for more rice 
had to be sold to meet the tax demands. In consequence, many of 
the small peasant proprietors at this time were forced to sell their 
land and there was an increase in the proportion of arable land held 
in tenancies. In other words, the result was to bring about some 
concentration of land ownership. The industrial sector was similarly 
affected. Many small enterprises collapsed under the deflationary 
pressure or passed into the hands of those with larger resources. 
The Government’s policy of selling its industrial properties — mainly 
for the purpose of providing additional revenue — contributed to the 
same rLSult. There were very few business houses at that time ready 
or willing to invest in or to operate large industrial establishments. 
Those who had the resources and the enterprise were able to acquire 
the plants at low prices and later to employ them very profitably.^ 
This transference of State factories to a few private firms marks an 
important stage in the evolution of the zaibatsii who in later years 
dominated the modern sector of the economy. 

The deflationary policy was robbed of some of its less agreeable 
consequences by the contemporaneous depreciation of silver both in 
terms of gold and of commodities. Undoubtedly this depreciation 
assisted the Japanese Government in restoring and maintaining its 
specie payments. From the later years of the decade prices turned 
sharply upwards, and the Oriental Economist's index of wholesale 
prices (base= 1873) which stood at 97 in 1886 had risen to 156 by 1897. 
Meanwhile rates of exchange on gold standard countries with which 
Japan was conducting two-thirds of her trade were highly unstable. 
When the Indian currency reform plan was put into operation in 
1893, Japan decided to adopt the gold standard at the earliest 
favourable opportunity. The transition from silver to gold was 
facilitated by the receipt of the indemnity from China after the war 
of 1894-95. Arrangements were made to have this indemnity (230 
million taels or 38 million pounds sterling) paid in sterling instead 
of in taels. Part of the sum was brought home in gold, and part was 
kept on deposit in London or invested in British securities and main- 
tained as a foreign exchange reserve. The adoption of the gold 
standard formally took place in 1897. 

Meanwhile, Count Matsukata was steadily putting into operation 
a banking principle which he had enunciated in his memorandum of 
1882. This principle was that a healthy financial system required the 
existence of banks with specialized functions, which he defined as the 
provision of long-term investment in industry and agriculture, the 

^ The prices were low in relation to the Government’s initial investment in 
these properties. Of course, the current market price depended on the earning 
power of the industrial assets which itself was low; indeed, many of the factories 
were making losses at the time of the sale. 
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mobilization of the savings of the poorer classes, the handling of 
foreign exchange transactions and the conduct of domestic commer- 
cial business. The most important of these specialized banks, the 
Yokohama Specie Bank, had been founded in 1880. It was not until 
1887, however, when its regulations were revised, that it entered 
upon its career as the chief foreign exchange bank in the country. 
Like the Bank of Japan, the Specie Bank from the beginning was 
closely supervised by the Government. The State provided one-third 
of its initial capital and the appointment of its President and Vice- 
President required the authorization of the Minister of Finance. The 
Specie Bank was entrusted with funds from the Treasury Reserve 
Fund to enable it to deal in foreign bills of exchange, and when this 
support was withdrawn in 1890 the Bank of Japan was authorized 
to advance to it a permanent loan (later fixed at 20 million yen) at 
the rate of 2 per cent. Furthermore, large quantities of the Specie 
Bank’s foreign bills were discounted by the central bank at a specially 
low rate, and these bills from the first constituted the bulk of the 
central bank’s holdings. Indeed, the Bank of Japan was during this 
period the only large outlet for the Specie Bank’s paper, and for 
many years consututed the only outlet for it. 

After the stabilization of the currency, and the establishment of a 
central bank and a foreign exchange bank, the next step, in accord- 
ance with the principle that Count Matsukata had laid down, was to 
create financial organs for providing long-term loans. There was an 
urgent need for such institutions, for a well-to-do middle class, 
prepared to invest in industrial securities, scarcely existed. What were 
required were institutions formed for the purpose of mobilizing the 
savings of the community through the medium of bank debentures 
guaranteed by the Government. In this way resources could be 
collected and directed towards enterprise. It was not possible to 
proceed with this plan during the eighties, for Government bonds 
then stood at a considerable discount. But by the end of the Sino- 
Japancse War in 1895 Government credit had improved sufliciently 
tc make the scheme practicable. So, by a law passed in 1896, the 
Hypothec Bank of Japan was set up, modelled on the Credit Foncier 
of France, with a capital of 10 million yen. This bank was empowered 
to make loans, redeemable by annual instalments within fifty years, 
on the security of immoveable property, such as paddy fields, upland 
fields, salt fields, forests and fishing waters and rights. It was also 
permitted to make advances without security to public authorities, 
co-operative societies and fishery guilds. In order to obtain funds, 
it was authorized to issue debentures to an amount not exceeding 
ten times (later fifteen times) its paid-up capital. It could also accept 
deposits which it had to employ in the purchase of national bonds 
and bills of exchange. For the first ten years of its life the Government 
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guaranteed its dividends at the rate of 5 per cent. At the same time 
forty-six Agricultural and Industrial Banks were established, dne in 
each prefecture. Their business was similar to that of the Hypothec 
Bank, to which they acted as local advisory bodies. They were per- 
mitted to raise funds to the extent of five times their paid-up capital, 
and they were accustomed to resort to the Hypothec Bank for other 
advances. The latter acted as a kind of central bank for these local 
institutions. It supplied them with funds by taking up their debentures 
and it employed them as agents in making advances to its clients. 
The Government exercised close supervision over the business of 
these banks and granted them financial help. Apart from the guaran- 
tee of dividends already mentioned, it advanced a loan of 10 million 
yen to the prcfcctural authorities to enable them to subscribe to 
shares in the Agricultural and Industrial Banks, and in 1898 it used 
32 million yen of the Chinese Indemnity for the purchase of the 
Hypothec Bank’s debentures. 

The next stage in the realization of Malsukata’s systematic pro- 
gramme was the creation of a bank for the purpose of providing long- 
term loans to industry on the security of moveable property, includ- 
ing bonds and shares. So, by a law passed in 1900, the Industrial 
Bank of Japan {Nippon Kogyo Ginko) Wtis set up, modelled on the 
Credit Mobilicr. It was empowered to raise funds by issuing deben- 
tures up to ten times its paid-up capital, and its shareholders received 
a Government guarantctr of dividends similar to that given to the 
Hypothec Bank. In the early days of its operation the Bank's loans 
were made for the most part to firms in the newly established large- 
scale industries, such as the public utilities and the shipbuilding, iron 
and steel, chemical and machine-making trades. In this way it served 
to assist the Government’s policy of developing the new forms of 
industrial activity that were believed to be necessary for political as 
well as for economic reasons. The term of these loans was usually five 
years, although in the case of advances on ships repayment could be 
effected in annual instalments over a period of fifteen years. One very 
important function assumed by this bank was that of providing a 
channel for foreign investment in Japan. A substantial part of its 
capital was held by foreigners, and during the first eleven years of its 
existence some 350 million yen were raised abroad by the sale in 
foreign capital markets either of its own debentures or of those of 
municipalities or of public undertakings with which it was associated. 
Among the latter the South Manchuria Railway Company had an 
important place, and the bank guaranteed and sold several issues of 
SMR sterling debentures in London between 1907 and 1911. Its 
financial relations with this company were a precursor of its later 
activities in the financing of Japanese penetration on the Continent 
of Asia. 
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Japan’s colonial expansion after the war with China meant that 
the original pattern of Government-controlled special banks had to 
be extended. The acquisition of Formosa (Taiwan) by the Treaty of 
Shimonoseki led to the establishment of the Bank of Taiwan in 1899. 
Its functions in that colony were in many respects similar to those of 
the central bank in Japan Proper, since it had the right of note issue 
and was entrusted with the colonial revenues. It also undertook 
foreign exchange business, and later became responsible for financing 
a substantial proportion of Japan’s trade with Formosa and the 
South Seas. The Bank of Japan maintained close connections with 
this bank, and provided it with advances at low rates of interest. 
After the Russo-Japanese War the First Bank (Dai Ichi Ginko) acted 
as a note-issuing central bank in Korea (Chosen). In 1909 it was 
replaced in this capacity by the Bank of Korea, which look over the 
note issue and most of the branches of the First Bank. After the 
annexation of Korea a year later the new institution came to be 
known as the Bank of Chosen. It was given a monopoly of the note 
issue in Chosen; it handled the Government account; and it also 
acted as an ordinary commercial and foreign exchange bank in that 
colony and in th(’ Kwantung Peninsula. 

These two note-issuing banks should be distinguished from another 
group of colonial banks founded for the provision of long-period 
loans. The Hokkaido Development Bank was created in 1899 to 
provide finance for the colonization and development of the northern 
island. In Korea a number of local hypollicc banks were set up in 
1906 to make long-period loans to industrial and agricultural enter- 
prises, and it was these banks which in 1918 were merged to form the 
Chosen Industrial Bank. Another industrial bank in which the 
Government was interested was the Oriental Development Company 
established in 1908. Its functions were to finance industrial enterprise 
both in Korea and in Manchuria. 

All these special banks were capitalized in part by the Government 
and the Imperial Household, and were subjected to strict official 
control. They were closely linked with one another through the 
granting of mutual financial help and through co-operative invest- 
ment in enterprises of national importance both at home and on the 
Continent of Asia. Some of these activities will be discussed later on. 
Here it is sufficient to emphasize that they were all instruments of a 
national purpose which changed little during the period of their 
existence. From the beginning they had close financial connections 
not merely with the Government but also with the great financial 
institutions of the zaibatsu, themselves in part the agents of national 
policy.^ 

Before concluding this account of Government-supervised banking 
» See Chap. VIII. 
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institutions, we must refer to another most important component of 
Japan’s financial machinery, namely the Deposits Bureau of the 
Ministry of Finance. To this Bureau, which was founded in 1877, 
were entrusted postal savings besides postal transfer savings and 
certain other funds belonging to the Government. As in other 
countries the savings were provided by numerous small depositors, 
especially farmers. In 1885 there were about 300,000 depositors and 
about 9 million yen of deposits; in 1896 1^ million depositors and 28 
million yen of deposits; and in 1914 12 million depositors and 189 
million yen of deposits. The significance of the Bureau lies in the fact 
that ii pro\idcd a channel for directing the savings of the people 
towards enterprises sponsored by the State. The Bureau invested its 
funds mainly in the bonds and debentures issued by the Government 
and the municipal and prcfectural authorities, and in the debentures 
of the special banks. It also made extensive loans to semi-official 
concerns, such as the public utilities, the Oriental Development 
Company and other colonial enterprises. Thus the savings of the 
poor were canalized to furnish capital for modern large-scale 
enterprise and for the exploitation of Japanese territories over- 
seas. 

Japan’s financial development in the period now under review was 
by no means limited to these official or semi-official institutions. 
Indeed the deliberately specialized functions which had been given 
to these banks left opportunities for the growth of banks of another 
kind. Some of the old money-lending and exchange houses had been 
reorganized shortly after tne Restoration and before the end of the 
century a few of them developed into nourishing commercial banks 
of the modern type. After the revision of the National Bank Regula- 
tions which provided for the gradual withdrawal of the note issue, 
many national banks were re-formed as private commercial banks. 
During the nineties the number of these private banks grew rapidly, 
along with the industrial and commercial development of the period. 
By 1901 there were 2,359 separate banking concerns in the country 
with aggregate deposits of 516 million yen. Many of them were very 
small; for instance 940 had a capital of less than 100,000 yen, and 
only 78 had a capital of over 1 million yen. It was recognized in 
official quarters that a system composed of a multitude of very small 
banks unrelated to one another was likely to be unstable. So in 1901 
it was decreed that joint stock banks should have a capital of at least 
500,000 yen and private banks a capital of 250,000 yen. This encour- 
aged the consolidation of the banks, and by the end of 1913 their 
number had fallen to 2,158, inclusive of 648 savings banks. But, in 
spite of the increase in the size of the banks during this period, 550 
of them still had a capital of under 100,000 yen, and four-fifths of 
them a capital of 500,000 yen or under. Most of the banks worked 
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without branches; in 1913 the average number of branches to each 
head office was only 1*5. 

For an explanation of the rather peculiar system of banking which 
had been built up in the years before the First World War we have 
to bear in mind both the nature of Japan’s economy and also the 
State’s economic policy. The special banks were essentially instru- 
ments of the Government and to them particular tasks were entrus- 
ted. In the first place the Bank of Japan and the central colonial banks 
had the function of reforming and controlling the currency. Secondly, 
as Japan was engaged in building up powerful armaments for which 
she needed large imports of war materials and also equipment for the 
industries that were necessary for national power, the financing of 
foreign trade was of great political importance. Hence the creation 
of the Yokohama Specie Bank. Thirdly, the absence of a large class 
of investors in industrial securities justified the formation of a group 
of special investment banks charged with the duly of financing large- 
scale enterprises of national importance both in Japan and on the 
Continent. The character of the ordinary commercial banks was 
determined by the structure of Japanese industry as well as by the 
undeveloped state of the securities market. On the one hand, there 
were numerous small industrial and commercial enterprises which 
were growing rapidly at this time, and were in need both of short- 
and long-term capital. Small local independent banks rose to cater 
for these needs. On the other hand, large city banks, affiliated to the 
great business houses with a wide range of commercial and industrial 
activities and with close relations with the State, grew up to mobilize 
part of the country’s capital and to direct it into the enterprises 
controlled by those houses. Finally, the Treasury Deposits Bureau 
and the private savings banks were organized to collect the savings 
of the poor and to provide a demand for the bonds issued by the 
Government or by concerns in which it was especially interested at a 
time when the State’s financial position was weak.jThc operations 
of the financial system have been extremely susceptible to political 
influence. In the case of the official banks and the Treasury Deposits 
Bureau this need not be insisted upon. It is true, however, even of the 
larger banks owned by the zaibatsu because of the association of 
those houses with the Government and the close relationship which 
they have had with the political leaders. 

It is only by observing how institutions work that their true 
significance can be realized, and we shall therefore briefly analyse the 
actual operations of the banking system before the First World War. 
It is clear that the central bank’s functions were more narrowly 
restricted than those of the central banks in most European countries. 
It failed, for example, to act as a bankers’ bank in the sense commonly 
understood abroad. Many of the larger ordinary banks held 
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deposits at the Bank of Japan, but only such as were needed for 
clearing purposes, and it could not be said that the banking reserves 
of the country were centralized through the medium of that institu- 
tion. Nor did the Bank of Japan furnish the money market with funds 
in ordinary times. In periods of financial emergency it was compelled 
by the Government to make heavy advances to the ordinary banks; 
but its slender connections with them in normal times meant that it 
was unable to exercise control over their policy, even though it might 
be obliged to come to their aid when that policy threatened their 
solvency. In times of stringency the ordinary banks resorted to the 
cent I institution for the re-discount of their bills; but the bank rate 
was in no sense a controlling rate. Indeed it commonly followed the 
market rate and was in any case of slight significance because of the 
Bank’s slender connections with the market. Apart from its functions 
in connection with the note issue, the Bank’s main activities were of 
two kinds. The first of these related to foreign exchange. In the years 
before 1914 from 40 to 50 per cent of its total loans were made on 
foreign bills of exchange, and of this amount about four-fifths went 
to the Yokohama Specie Bank.^ The central bank was obliged to 
give this support to the exchange bank because, in the absence of an 
organized discount market, the funds of the commercial banks were 
not available for this purpose; while at the same time the problem of 
international payments was of extreme urgency for Japan. The other 
main activity of the Bank was the provision of financial aid to the 
Treasury and official institutions. In addition to the heavy loans which 
it made, often at a low rate of interest, to the special banks, in times 
of emergency it invested a large part of its resources in Government 
bonds. Indeed, its discount rate and its Open Market Policy were 
much more closely related to the requirements of the Treasury than 
to the control of the money market. The lack of close contact between 
the Bank and the ordinary commercial banks can also be explained 
by reference to the nature of the leading banks themselves. Many of 
them were part of great business enterprises (Mitsui, Mitsubishi, 
Sumitomo and Yasuda) with wide ramifications, and the financial 
resources of these groups enabled the affiliated banks to remain 
independent of the central institution and to pursue an autonomous 
policy. 

The principle of specialization, as formulated by Matsukata and 
embodied in the structure which he created, broke down in practice. 
For instance, the division of function between commercial banking 
and industrial banking was never fully realized. The commercial 
banks obtained the bulk of their resources from fixed deposits, and a 
large part of their assets consisted of industrial securities, long-period 

^ S. Furuya, Japan's Foreign Exchange and Her Balance of International 
Payments, p. 160. 
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loans to industrial concerns and advances on real estate and personal 
property. Many a small country bank was in eflcct a partner in a 
very few industrial or agricultural businesses, and even the great city 
banks tied up their resources in investments in the industrial groups 
of which they formed part. The call funds of these banks, in the 
absence of an organized bill market, were lent almost entirely to the 
special banks, particularly to the Yokohama Specie Bank. Thus, not 
merely was there no clear division of function in practice between the 
commercial banks on the one hand and the Industrial Bank of Japan 
and the Hypothec Bank on the other, but the absence of a short-loan 
market made the commercial banks exceptionally dependent on a 
very few special banks in acquiring liquid assets. 

This situation was inevitable in the circumstances of the time. 
The ordinary banks could not develop deposit banking of the English 
type in a country which was unsuited to a cheque currency and where 
no large supplies of first-class commercial bills were available. The 
concentration of the majority of large-scale enterprises in the hands 
of the Government or a few great family businesses, which scarcely 
ever made public issues of shares, produced a lack of easily market- 
able industrial securities. The Japanese public, faced with this posi- 
tion in the capital market and having no tradition of industrial 
investment, preferred to use their savings by putting them on fixed 
deposit at the ordinary banks, and these resources were for the most 
part invested by the banks in industrial concerns. This increased the 
financial power of the great business groups, since each of them 
through the bank under its control could easily obtain funds for its 
enterprises. The Government realized the dangers inherent in a 
commercial banking system working with illiquid assets and with 
loans narrowly spread; but rapid industrial development along lines 
considered necessary for national power could scarcely have been 
fostered without some such method of mobilizing and canalizing the 
country’s scanty supply of savings. Furthermore, the Government 
was dependent upon the big financial groups as well as on the special 
banks for assistance in times of national emergency. The absorption 
of its bonds issued at the time of the wars of 1894-95 and 1904-05 was 
only made possible by the creation of syndicates for this purpose by 
the Mitsui, Mitsubishi and Yasuda Banks and by the Yokohama 
Specie Bank. 

We have seen that the connections between the Bank of Japan and 
the Yokohama Specie Bank were necessarily intimate in the period 
before 1914 because of the difficulty in preserving equilibrium in the 
balance of payments. The increase in loan-financed expenditure 
during the war against Russia caused Japanese prices to move out of 
line with those in the outside world; while the armament policy 
necessitated heavy foreign payments for imported munitions. Further 
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Japan’s territorial gains on the Continent obliged her to make 
considerable investments in the development of .those regiofts. The 
money market, in its undeveloped condition, was Hot able to attract 
short funds from abroad quickly in times of stringency, and the gold 
reserve was exiguous. Thus every effort had to be made to increase the 
supply of export bills and to guard against movements which might 
force the country off the gold standard and render her unattractive 
to the foreign investor. But the inability of the central bank to control 
the credit policies of the ordinary banks left the authorities without 
an effective weapon for protecting the gold reserve. That part of the 
Chin'^se indemnity which had been kept in London as an exchange 
fund was replenished from time to time from the proceeds of foreign 
loans. These sterling balances were counted as part of the specie 
reserve against the note issue, and Japan, actually if not ostensibly, 
came to possess a variety of the gold exchange standard, in common 
with many of the weaker financial countries. The maintenance of 
these foreign balances at an adequate level was a source of consider- 
able anxiety in the decade preceding 1914. Between December 1905 
and December 1914 the gold reserve at home and abroad fell from 
479 million yen to 342 million yen, and a Japanese Minister of 
Finance has testified to the growing anxiety felt by the responsible 
authorities in consequence of this decline.^ The financial troubles 
were a measure of the strain which the rapid growth of a modern 
industrial system accompanied by territorial expansion was imposing 
on a poor country. The expansionist policy was, in other words, 
endangering financial stability; but to that policy Japan was irrevoc- 
ably committed. In these circumstances, it is natural that the Bank 
of Japan and the Government should have strained every efibrt to 
encourage the export trade and to support the Yokohama Specie 
Bank which occupied a key position in japan’s struggle for power. 

^ J. Inouyc, Problems of the Japanese Exchange, 1914-1926, Chap. I. These 
figures include Ihe specie holdings of the Government as well as of the Bank of 
Japan. 



CHAPTER IV 


AGRICULTURE, RAW SILK AND THE 
TEXTILE INDUSTRIES, 1881-1914 

The forces of change which had been released by the Restoration and 
strengthened by the deliberate policy of the Meiji Government 
affected in some measure every branch of agricultural, industrial 
and commercial life. But it would be wrong to imagine that all parts 
of the Japanese economy were brought quickly under the direct 
influence of the West. For many years after 1868, and even up to the 
end of our period (1937), the changes in many branches of economic 
life were slow and often imperceptible. Some of the older industries, 
as we have seen, were damaged by the impact of foreign trade, and 
most of them had to adapt themselves in some degree to the new 
circumstances. Yet this did not prevent a substantial section of 
Japanese industr> from preserving in essence its former character, 
nor indeed from developing upon lines not vastly different from those 
of the Tokugawa period. The preservation of the familiar, however, 
seldom attracts the attention excited by the appearance of the novel 
and the strange. It is natural therefore that what observers in the 
latter decades of the nineteenth century were inclined to stress was 
the rise of new industries and new forms of organization rather than 
the persistence of the old. These innovations were, in part, the result 
of the appearance of new wants among the Japanese public in conse- 
quence of Western influences. But they can also be attributed to the 
governmental policy of creating foreign-style industries and institu- 
tions such as were considered necessary for national power. The 
Japanese economy thus came to possess a curious dual character. Its 
foundations were formed by a peasant agriculture and a variety of 
sn- all-scale manufacturing industries, many of which were peculiar 
to Japan. On these foundations was erected a superstructure of large- 
scale enterprise, an important part of which owed its existence to 
official initiative or encouragement.’ Much of the interest which 
attaches to modem Japanese histor>^ is associated with the com- 
parative developments of these bvo divisions in her economy. 
Though distinct, they impinge upon one another at many points, 
and where the interests bound up with them come into conflict there 
results a social and political strain which has been the chief source 
of instability in modem Japan.^ . 

^ Cf. G. £. Hubbard, Eastern Industrialization and Its Effect on the West (2nd 
edition), pp. 35-6. 
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1. Agriculture , 

In the nineteenth century, the distinction between the traditional 
foundations and the novel superstructure was hardly apparent 
because the latter was still small and insecure. We have seen that in 
Tokugawa times some three-fourths of the population consisted of 
peasants, and in 1872 out of an occupied population of about 19*5 
million, not far short of four-fifths were estimated to be engaged in 
agriculture, forestry and fishing.^ From that time onwards the 
proportion steadily declined and in 1913 it was just over three-fifths. 
The relative decline, however, was consistent with a considerable 
absolute increase. From 14-5 million in 1872, it is estimated that the 
agricultural population grew until it reached nearly 17*5 million in 
the last decade of the century. Subsequently there was a fall, but on 
the eve of the Second World War over 14 million were still engaged 
in agriculture, forestry and fisheries. 

These changes in the occupied population naturally correspond to 
changes in the distribution of the total population between urban and 
rural centres. As late as 1 893 about 84 per cent of the population 
was still found in places with under 10,000 inhabitants, and while 
these were not all members of agricultural families, the vast majority 
of them was engaged in traditional economic activities. Only 6 per 
cent of the population then lived in towns with 100,000 inhabitants 
or over.2 Even during the middle nineties, when modern industrialism 
first made a notable advance, the bulk of the increase in population 
was still confined to the rural communities. Thus, in the period 
from 1893 to 1898, out of a total increase in population of 3-33 
million, over 2 million were absorbed by the rural centres. During 
the next five years, however, the tendency towards urbanization 
became stronger. Although after the turn of the century the rural 
population continued to grow slowly, the bulk of the increase in 
population from then on was concentrated in the towns. Conse- 
quently, the proportion of the population found in rural communities 
(places with under 10,000 persons) had fallen to 72 per cent by 1913, 
compared with 84 per cent twenty years previously. These figures 
show that the tendency to urbanization did not become strong until 
the turn of the century, and that even in 1913 it had not gone far 
enough to threaten seriously the overwhelming predominance of the 
rural communities which were still absorbing population.® This 
distribution of the people corresponds, as we shall see, with the 
progress of industrialization. 

^ R. Ishii, op, cit., p. 78. Other authorities suggest an even larger proportion; 
see K. Ohkawa, The Growth Rate of the Japanese Economy since 1878^ pp. 147-9. 
The female workers in agricultural households are included. 

* R. Ishii, op, cit,, pp. 68 et seq, 

* Between 1903 and 1913 the population increased by 6,588,000; towns with 
10,000 inhabitants and over absorbed 5,175,000. 
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In the first half of the Meiji era the Government, having freed the 
peasants from feudal restrictions, concerned itself with encouraging 
the introduction of new crops and better methods of cultivation. 
It sent experts abroad to study foreign agricultural systems; it 
established agricultural schools and colleges; and it provided 
instructors who travelled round the country giving guidance and 
information to the farmers.^ Some of the innovations which were 
tried at this time failed to establish themselves. For instance, the 
attempt to create a sheep-rearing industry in the seventies and early 
eighties had to be abandoned. Yet, on the whole, progress was 
considerable. Despite the mountainous nature of the country, it was 
found possible to extend the land under cultivation. In the thirty 
years after 1878 the area under rice increased from 2,579,000 cho to 
2,922,000 cho, and that under the other chief cereals also grew 
substantially. Several important new crops were introduced. But the 
great increase in production during this period can be attributed 
mainly to improved methods of farming, including more efficient 
irrigation, better crop strains, pest control and, above all, a lavish 
application of fertilizers.^ Agriculture succeeded in supplying all but 
a small part of the enlarged demand for rice that accompanied the 
growth in population and the rise in consumption a head. The 
expansion in the production of the chief cereals is shown in the 
following table^ 

ANNUAL AVERAGE PRODUCTION OF CEREALS 
{in . thousand koku) 



Rice 

Barley 

Naked 

Barley 

Wheat 

1879-83 

30,874 

5,516 

3,786 

2,219 

1889-93 

38,549 

6,945 

5,287 

3,102 

1899-03 

42,268 

8,330 

6,386 

3,700 

1909-13 

50,242 

9,677 

7,813 

4,901 


Despite the improvements in farming methods and the advance in 
production, agricultural life, in essence, was slow to change. Before 
the Restoration a holding of half a cho (1*225 acres) was reckoned a 
good average-sized farm, and the holding of a farmer was commonly 
formed of strips scattered about the lands of the village. The small 
size of the agricultural unit is usually attributed to the concentration 

^ S. Nasu, ‘Ziele und Ausrichtung der Japanischen Agrarpolitik in der Gegen- 
wart’, in Weltwirtschaftliches Archiv, July, 1937. 

* The yield of rice per cho rose from 11*6 koku in the early eighties to about 
17-0 koku in the years just before the First World War. 

* The Statistical Year Book of the Empire of Japan, 



64 


A SHORT HISTORY OF MODERN JAPAN 


of Japanese agriculture on rice, which is grown in irrigated fields and 
requires a vast amount of tedious manual labour, especially in the 
transplanting of seedlings. A contributory cause is undoubtedly to 
be found in topographical conditions. Because of the hilly nature of 
the country much of the rice has to be grown in small terraced fields. 
The abundance of labour and the scarcity of arable land — under 15 
per cent of the total area in 1910 — also predisposed the Japanese to 
follow an intensive system of cultivation. These conditions did not 
change appreciably during the Meiji era. There was a slight tendency 
for very small farms to decline in numbers; but even in 1910 well over 
one-third of the farms had an area of under half a cho, and over two- 
thirds of one cho or under. The larger farms were found mainly in 
Northern Japan, especially in Hokkaido which was colonized during 
the Meiji period and where climatic conditions arc very dificrent 
from those in the main islands. If Hokkaido were excluded from these 
calculations, the proportion of small farms would be still higher. 
Thus the typical small holding of cultivated land persisted unchanged. 

This could not be said of the system of tenure. In the early years of 
Meiji the proportion of arable land farmed by tenants, as distinct 
from peasant propiietors, is supposed to have been about one-lifth. . 
It increased after the ban on the sales of land had been removed 
along with other feudal restrictions, and during the deflationary 
period of the early and middle eighties the process was rapid, so that 
in 1887 the proportion had reached nearly 40 per cent. In 1910 it was 
45 per cent. At that time about one-third of the farmers were tenants, 
two-fifths were peasant proprietors, and the remainder owned part 
of their land and rented the rest. The rents of the paddy-fields con- 
tinued to be paid in rice, as previously, and these rents ranged 
between 25 and 80 per cent of the total crop, the average and median 
being about 50 per cent. The rents of the upland fields also were 
frequently paid in produce, although here there was a tendency for 
money rents to be substituted.^ 

As in earlier times, the peasants by no means confined their 
activities to the production of cereals. Those who lived near the sea- 
coast combined in-shore fishing with agriculture, and this occupation 
increased with the rise in the demands of the growing population. 
Further, the peasants continued to produce industrial crops, although 
here there were some striking changes. The raw cotton used in the 
manufacture of Japanese clothing had long been produced domestic- 
ally, and with the growth in the demand for cotton textiles in the 
seventies and eighties, and under the shelter of a small import duty, 
the production of this crop expanded. In 1887 it reached a maximum 
of nearly half a million piculs, and the country was then self-sufficient 
in cotton except for a small import from China. After this date, 
R. Ishii, op, cit,, pp. 153-8. 



AGRICULTURE, RAW SILK AND TEXTILE INDUSTRIES 65 

however, Indian cotton began to replace the home product. In 1896 
the Government removed the duty on imported cotton, and by the 
end of the century the home production had become insignificant. 
Various other subsidiary industries formerly practised by the peasants 
were also destroyed by the impact of international trade and new 
technical methods. For instance, the home production of lacquer 
was affected by imports from China; while several manufacturing 
trades were taken from the peasant household tlirough the rise of 
specialized producing units which employed more efficient technical 
methods. Most important of these were the cotton-spinning, and to a 
less extent the cotton-weaving trades. Formerly the women had 
carded, spun and woven domestically produced cotton for the 
requirements of their household and for sale to merchants. Spinning 
was taken from them first by the import of foreign yams and later by 
the appearance of Japanese spinning mills. This process had been 
completed by the nineties, and from then on the weaving activities 
of the peasant households began to diminish through the rise of 
specialized weaving sheds. Othei traditional peasant trades, however, 
revived and even expanded. For instance, in certain areas the 
cultivation of reeds and the manufacture of tatanihCowQrs remained 
a substantial peasant industry; in other districts, the production of 
paper lanterns, fans and pottery. The greatest development of all 
occurred in the silk trade. This deserves a fairly detailed treatment, 
for it provides an illuminating illustration of how an economy adapts 
itself to changes in demand and technique.^ 

2. Silk 

Q^Originally, all the processes in the production of raw silk had been 
conducted in the peasant household. The farmers and their families 
grew the mulberry trees, reared the silkworms in sheds attached to 
their houses, and reeled the silk on simple instruments. The product 
was then woven on hand-looms^ithcr by weavers situated in towns 
such as Kyoto or in peasant households in specialized weaving areas. 
(On the opening of the country the industry was at once set the task 
of meeting a large foreign demand both for silkworm eggs and silk 
in consequence of the outbreak of silkworm disease in EuropA It 
was taken up by increased numbers of peasants during the sixties4nd 
seventies, and it replaced some of the activities which they had lost. 
The expansion of the industry was accompanied by incipient changes 
in organization. One of the main difficulties that confronted a 
peasant reeling industry was the provision of silk of the uniform 
quality required for export. The spread of the industry to households 
without previous experience naturally accentuated this difficulty, and 
as a means of overcoming it and at the same time of enlarging the 
output, small specialized reeling mills equipped with improved types 
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of hand and treadle machines were set up during the seventies and 
were staffed by the daughters of the farmersj(A few mills in which the 
machinery was driven by water or steam power were also established. 
Thus, the silk industry was subject to a technical revolution very 
early in the new era. Reeling began to appear as a separate industry, 
although its differentiation from other sections of the trade was not 
completed for many years.*^ 

The initiative came from several quarters. ‘vThe first machine- 
weaving mill was founded in 1870 by a former daimyo'^hosc territory 
lay in one of the chief centres of the ancient industry. Filatures were 
also set up in the early seventies by Ono, one of the great merchant 
families of the Tokugawa period, and others followed his example. 
The Government likewise^ played its part. In 1872 it built a filature 
at Tomioka which was soon employing some 400 operatives. A 
second Government mill was founded in 1873. For many of these 
ventures equipment was imported from Europe, and foreign tech- 
nicians were brought in to build the mills, train the workers and 
organize production.^ 

Between 1868 and 1883 the output of raw silk grew from 278,000 
kwan to 457,000 kwan, and exports from 175,000 kwan to 365,000 
kwan.2 The export of eggs, which in the first three years of Meiji 
amounted in value to half that of the raw silk export, declined 
absolutely as well as relatively in the later seventies; but there was 
still a ffiir export in 1880. After that year it fell rapidly and became 
insignificant by the end of the decade. Those peasants who had 
hitherto been concerned mainly with egg raising for export now 
turned to cocoon production. They were able to effect this trans- 
ference because the foreign demand for Japanese silk continued to 
grow. Competition with French and Italian silk was assisted not 
merely by the improvements in methods of production which lowered 
Japanese costs, but also by the depreciation of silver which conferred 
a bounty on Japanese exporters to gold standard countries. From 
this time onwards the reeling process passed rapidly into the speci- 
alized reeling establishments, and machine reeling made a great 
advance. In 1893 there were 3,203 reeling factories employing more 
than ten persons each, and of these 2,602 practised machine reeling.® 
^But a great part of the industry was still conducted either in very 
small specialized establishments or in the household, and in the 
period 1889-93 well under half of the silk output was filature silk. 

^ T. C. Smith, Political Change and Industrial Development, pp. 57-60. 

* Figures of exports and imports throughout this book have been, in general, 
taken from Foreign Trade of Japan, A Statistical Survey, compiled by the Oriental 
Economist. 

Information about the organization, output, number and size of mills, and 
employment has, in general, been based on the Japan Silk Year Book (various 
editions). 
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The filatures themselves were very small ;)in 1893 only 473 had more 
than fifty basins, 2,129 from ten to fifty basins, and there was a much 
larger number with under ten basins. 

/The next twenty years saw a great expansion both in production 
and exports, improvements in productive methods in all branches 
of the trade, a rise in scale in certain branches, and a persistence of the 
tendency towards vertical disintegration.] The growth in output and 
exports is shown in the following table 

{in thousand kwaii) 


Year 

Production 

Export 

1883 

457 

365 

1889-93 (annual average) 

IJIO 

662 

1899-03 (annual average) 

1,924 

1,110 

1909-13 (annual average) 

3,375 

2,563 


i The costs of cocoon raising were reduced by the introduction of 
new methods of feeding; cocoons of belter quality with a higher yield 
of silk were prod- iced through the greater attention devoted to rear- 
ing the silkworms; and in the filatures improved machinery raised 
the output per basin) There were also a number of minor technical 
changes, such as the introduction of a quicker method of killing the 
pupa on the completion of the cocoon. A major innovation of the 
period was the rise in the importance of the summer-autumn crop of 
cocoonsj(ln early Meiji times production had been confined to the 
spring; but gradually the farmers began to produce a summer- 
autumn crop^ which by 1900 amounted to one-third of the total 
annual output, ^his lowered costs by enabling the farmers to be 
more continuously employed in cocoon raising, and it also substan- 
tially reduced the capital requirements per unit of output in the 
filature^ An the sphere of organization the period between 1893 and 
the First world War was noteworthy for the triumph of the filature 
O' er the hand reel. In 1899-1903 the amount of filature silk was just 
over half the total (including dupion silk).'^p to that time the hand- 
reel output had continued to grow, though at a much slower rate 
than filature silk. After 1903 the former ceased to expand, and by 
1909-13 the filatures were producing 72 per cent of the total 
output."^ 

The Size of the filatures also increased. During the boom of the 
middle nineties several large establishments were founded, and in 
the depression that followed many small firms went out of business. 
This tendency persisted in the new century and was strengthened 
during the severe depression that accompanied the American crisis 
of 1908. By 1913 there were 546 filatures with over a hundred basins, 
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compared with 124 in 1893; while the number of filatures with from 
ten to fifty basins had been greatly reduced. In spite of this growing 
concentration of production in larger establishments, the small hand- 
reeling shop, and even household production, had by no means 
disappeared. Although in 1913 the hand- reels now accounted for 
only 22 per cent of the output (apart from the dupion production 
which amounted to 6 per cent of the total), there were still 284,000 
hand-reeling establishments with under 10 basins eaeh, and there 
were many filatures of similar size also. As often happens during a 
process of mechanization,* the industry had developed two distinct 
bianches. The filatures, especially the larger ones, had arisen to cater 
for the increased foreign demand for standardized qualities; while the 
old hand-reeling branch of the industry was left with the task of 
supplying the needs of domestic weavers. ] 

Another change, which was associated with and was made possible 
by the rise in the production of uniform silk for abroad, took place 
in the egg-raising industry. Numerous small producers had flourished 
in the days when there was a large foreign demand for eggs. But the 
production of standardized cocoons which the filatures now required 
was impossible as long as egg production remained in a multitude 
of independent enterprises.' During the nineties, along with the rise 
of larger filatures, egg production came to be concentrated in fewer 
hands, and this tendency was encouraged by Government regulation. 
The number of egg-producers fell from 45,000 in 1895 to 12,000 in 
1914. By that time the larger rcelcrs were beginning to exercise a 
greater degree of control over egg production and cocoon raising. 
For instance, they imported eggs from Europe and China and deve- 
loped hybrids which they distributed among the silk raisers who 
supplied them with cocoons. This practice, however, was in its 
infancy in the days before the First World War. 

The raw silk trade, as we have shown, was an outgrowth of peasant 
agriculture. In 1914 not merely silk raising but also an important 
section of the reeling industry was still conducted by peasants or 
very small-scale producers. Even the filatures were comparatively 
small establishments, and there were only a few firms owning several 
plants that could be regarded as large undertakings. These had all 
risen from small beginnings. The greatest of them, Katakura and 
Company, started as a small family concern with thirty-two reeling 
basins in 1878, and it only gradually developed into an important 
business owning a number of filatures.^ The capital for such under- 
takings was for the most part drawn from the country districts in 
which the mills were located, and thus it might seem that the raw 
silk industry owed a little of its astounding growth to the great city 
financial houses which played a predominant part in large-scale 
^ Pamphlet issued by Katakura and Company (Tokyo, 1934). 
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manufacturing industry. This generalization, however, must be 
qualified. One of the reelers’ major problems was connected with the 
provision of working capital for the purchase of the cocoons at 
harvest time from the peasants. A large part of this capital was in 
fact provided by, or through the medium of, the tonya, or commission 
houses, who acted as intermediaries between the reelers and the 
exporters of Yokohama and Kobe. Many of these exporters were 
foreign merchants and much of the export was financed by foreign 
banks, although after 1890 Japanese export houses and the Yoko- 
hama Specie Bank began to participate. These financial relationships, 
therefore, meant that a considerable part of the working capital was 
provided indirectly either by foreign financiers or by the larger 
Japanese merchant and banking houses. Substantial loans to the 
reelers were of course made by the local bankers; but these obtained 
a high proportion of their funds by discounting promissory notes 
with the city banks. Thus, although the great silk industry might 
seem to be rooted in the old economy of the countryside, it was 
nourished by streams flowing from the terrain where the great 
Japanese merchant houses and foreign financiers had their homes, 
j The Government, by its system of regulation, also made an essen- 
tial contribution. This point must be emphasized, for it furnishes a 
clue to Japan’s economic progress as a whole. There can be no doubt 
that the success of the Japanese silk industry and export trade during 
this and later periods depended closely on the fruitful co-operation 
among the Statej the modern and the ancient sectors of the economy, 
just as the failure of the Chinese silk industry, in the face of Japanese 
competition, is largely attributable to its inability to provide for any 
such co-operation/The silk industry, wherever conducted, needed a 
wide dispersion ofVi'oductive units; for the production of cocoons 
was essentially a small-scale peasant process. But if filament of a 
uniform quality suitable for use on power looms and knitting frames 
was to be provided, centralized control at a few points had to be 
imposed. Apart from the important financial links already described, 
ir Japan this centralized control or supervision was realized through 
the official licensing of the egg-raisers and by the growth of large 
filature firms whose plants were scattered over the silk-raising dis- 
tricts and who were consequently able to remain in close touch with 
the cocoon producers. jThc contrast with China is striking. In that 
country no authority Capable of, ot interested in, imposing control 
existed. The Government was indifferent. Foreign firms in whose 
hands much of the trade reposed lacked the power to institute 
control. The filatures were concentrated in the ports and the Conces- 
sions — for reasons of security — and no intimate contact between 
them and the silk raisers was possible, ^entral control was again 
required at the ports through which the silk passed for sale abroad. 
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for at that point reliable testing and conditioning arrangements were 
essential. To this end silk-conditioning houses were established at 
Yokohama and Kobe in 1896.^ jin China, on the other hand, con- 
ditioning arrangements were not introduced until very late and then 
only on foreign initiative. 

Certain enterprises on the periphery of the industry could be 
conducted economically only if the scale of operation was large. 
This sector of the silk trade, therefore, soon engaged the attention 
of the great capital interests. A mill had been established in 1877 by 
the Government to spin waste silk according to Western methods, 
and ten years later this mill passed under the control of Mitsui. The 
spun silk industry subsequently grew up entirely under the direction 
of the great cotton-spinning concerns (Kanegafuchi and Fuji), and 
it was conducted in mills of a modern type. By 1914, however, its 
development had not gone very far. There were then only about 
120,000 spindles in the spun silk trade, and the bulk of the waste silk 
was still exported." 

The silk-weaving industry was only slightly aflected by change 
during this period. Formerly the production of the highest grade silk 
goods had been in the hands of groups of famous specialist weavers, 
such as the famous Nishijin producers of Kyoto, whose trade had an 
elaborate organization; and this branch continued without much 
modification. Most of the weaving, however, had been conducted in 
peasant households. Each district specialized in a particular class of 
silk fabric, and some of them enjoyed a national reputation. The 
goods were sold to local merchants who often provided the weavers 
with their raw silk, and these local merchants in turn supplied the 
wholesalers (toiya) of Kyoto, which was the commercial centre of the 
industry.^ The toiya sent out the fabrics for dyeing and finishing 
processes and then supplied distributors throughout the country. 
This organization has persisted to the present time, and a consider- 
able proportion of the better grade goods for home consumption are 
still made on hand-looms by weavers working in their own homes or 
in small workshops. The main alteration that took place between 
1880 and 1913 was the replacement, in some measure, of domestic 
weaving by work in small specialist workplaces where a few looms 
had been collected together, and by the appearance of small factories 
using power-looms in branches of the trade which produced for 
export. The exports of silk fabrics (mainly habutae) to America in- 
creased substantially during the eighties and nineties, though further 

^ The Kobe house was closed five years later as the trade became concentrated 
at Yokohama. 

® The Japan Silk Year Book, 1935-36, pp. 110 et seq, 

• The tonya of Kwanto (Eastern Japan) appear as toiya in Kwansai (Osaka- 
Kobe). 
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growth in this trade was checked by the raising of the American 
tariffjust before the turn of the century. Yet even in 191 3 the develop- 
ment of power weaving in factories had not proceeded far enough to 
effect any significant alteration in the organization of the industry. 
Thus, in Fukui and Ishikawa prefectures which were the main 
centres of the production of hahutac for export, out of 35,000 looms 
only 15,000 were power driven. Only a small part of this great and 
expanding industry could be regarded as a factory, even a small 
factory, trade. 

3. Cotton, Wool and Other Textiles 

Large-scale enterprise had thus scarcely touched the basic activities 
of Japan during this era of change. New technical methods were 
introduced, but they were accommodated within the scope of small- 
scale undertakings, and only through the growing magnitude and 
complexity of financial relations between producers and merchants 
had modern capitalism begun to penetrate into these ancient indus- 
tries. Tt was otherwise with cotton manufacture(^Therc the moderniz- 
ing inlluences were exerted later than in the silk trade, but when they 
once made themselves felt they soon elfectcd a thorough-going 
transformation. In the early years of Meiji there were few signs of 
the changes that were to come.^The first result of European contact 
was to create serious competition with the domestic cotton-spinning 
industry through the import of yarns finer and cheaper than those 
produced in the home. The volume of cotton yarn imported rose 
from 12,000 bales in 1868 to 158,000 bales in 1888, the peak year, 
and in the first decade of Meiji the ratio of imports of cotton goods 
to total imports (in value) ranged between 22 per cent and 41 per 
cent. 

The first modern mill in Japan had been founded in 1867 by the 
lord of Satsuma, who built a second mill in 1870. Mampei, a mer- 
chant, set up another mill in 1872 which later passed to Mitsui. Soon 
afterwards the Government took a hand. It established two modem 
spinning mills equipped with Western machinery; it imported 
spinning machinery which it sold to private persons on very favour- 
able terms ; and it made loans to others for the same purpose. All 
these mills were relatively small and most of them were driven by 
water power. For many years they made little headway against the 
flood of cheap foreign yarn. A further step was taken in 1882 when 
Viscount Shibusawa founded the Osaka Spinning Mill (the predeces- 
sor of the famous Toyo Spinning Company). This mill was large by 
the standards of the time, since it had 10,000 spindles, and what is 
more, it was driven by steam power.^ Unlike most of the others, from 
the outset it was a financial success. Despite this progress, however, 

^ K. Seki, The Cotton Industry of Japan, pp. 15-16. 
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the industry was still very small. Even in 1886 the total Japanese 
spindleage amounted to under 90,000, the equipment of a single 
fair-sized Lancashire mill. After the depression of the middle eighties 
had spent itself, several new spinning concerns were founded, includ- 
ing the now famous Kancgafuchi company. This was the herald of a 
remarkable expansion which began in the last decade of the century 
and continued for the next forty years. 

The timing of this expansion needs some explanation. It was not 
merely that by then the initial technical dinicultics attending the 
assimilation of a new process had been overcome, or that the 
Government was prepared lo sacrifice the Japanese cotton growers 
for the benefit of an industry the expansion of which depended on 
access to cheap Indian materials.^ There were other causes. The steep 
rise of prices at that time provided a great stimulus for entrepreneurs, 
and industrial investment during the nineties was heavy in many 
branches of activity. Then, after the war with China of 1894-95, 
Japan succeeded in capturing the Korean market for yarn, and a 
year later when China placed a ban on Indian goods in consequence 
of the outbreak of an epidemic in Bombay, she seized her oppor- 
tunities in that market also. But apart from these fortuitous circum- 
stances, she had an enduring basis for success in this industry in her 
large supplies of cheap female labour nurtured in a tradition of 
textile work and in her vigorous leadership. The following table 
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42 
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shows how fast spindleage and output increased during the twenty- 
five years before the First World War. [By that time Japan’s cotton- 
spinning industry had been firmly established 

The bulk of the yarn produced consisted ofcoarse counts (20s and 
under); but Japan was moving slowly up the scale, and the propor- 
tion of coarse yarns to the total output fell from 88 per cent to 80 
per cent during the ten years before 1914. It is evident from the above 
table that the size of the typical concern was growing. During the 

' Import duties on raw cotton were removed in 1896. 

* Figures of output, mills, spindleage and loomage based on semi-annual 
reports of Japan Cotton Spinners’ Federation (in Japanese) and on an English 
publication of that body entitled Cotton Statistics of Japan. 
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nineties, the expansion of the industry had been associated mainly 
with the increase in the number of concerns; but after the depression 
at the turn of the century many mergers took place, and most of the 
new mills that came into existence after 1900 were established by the 
existing companies. Consequently the average number of spindles per 
company rose from about 27,000 in 1901 to 55,000 in 1913. Even by 
the latter year, however, the typical concern, and still more the 
typical mill, were small by British standards. 

The industry was built up after 1 890 almost entirely on the basis of 
imported cotton. Cliina, which before this time had supplied the bulk 
of the import, was superseded by British India as the chief source of 
supply ; while the United States became increasingly important in this 
respect during the years just before the First World War. The 
formation in 1892 of the famous Nippon Menkwa with a capital of 
one million yen marked the beginning of the great cotton-importing 
business which to the present lime has remained concentrated in a 
few concerns. At this time too there were drawn up (in 1893) the 
agreement*; between the Nippon Yusen Kaisha, the .lapanese cotton 
spinners, and the Indian shippers, which provided for a reduction 
in freight rates on cotton imports from Bombay.’ 

TJie cotton-weaving industry was di/lcrcntly affected. The domestic 
producers, having lost the spinning operation first through the 
competition of imported yarn, and later through the rise of Japanese 
mills, directed their activities to an increasing extent to the weaving 
process. In the early years of Meiji the greater part of the narrow 
cloth for Japanese kimono continued to be produced on hand-looms 
in the home. After 1890, with the growth in the production of cloth, 
specialized weaving sheds became more important and the power 
loom made its appearance. But the size of the weaving sheds remained 
very small, and in 1900 there were over 700,(XX) hand-looms and only 
32,(XX) power-looms. Meanwhile a new branch of the industry made 
its appearance. In 1887 a spinning mill at Osaka had established a 
shed of narrow power-looms to consume part of its yarn output, and 
this example was followed by a few others.^ In 1892 there were about 
900 power-looms operated by the spinners and the number rapidly 
increased in subsequent years. In 1903 it reached 5,000 looms and in 
1907 9,000. At this time the spinners were beginning to meet with 
difficulty in their yarn export trade because of Indian and Chinese 
competition, and they were encouraged to extend their weaving 
activities more rapidly than before. By 1913 the spinners owned 
about 24,(XX) looms and produced 417 million yards of cloth. The 
bulk of this output consisted of wide piece-goods of a standardized 
character mainly for export. For example, three-quarters of the 

^ Golden Jubilee History of Nippon Yusen Kaisha, pp. 1 8-22. 

Industrial Japan (World Engineering Congress, 1929), p. 287. 
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output was made up of shirtings, sheetings and drills. Most of the 
exports went to Korea, Manchuria and China Proper.^ 

In the first decade of the twentieth century the several branches of 
the weaving industry began to be differentiated. There was first the 
weaving of wide standardized piece-goods, largely for export, a trade 
which was conducted in large sheds owned by spinners. Secondly, 
there was the production of piece-goods for the home market by 
small weaving sheds equipped cither with narrow power-looms or 
hand-looms. Finally, there was the old domestic hand-loom industry. 
The first two branches of the industry were expanding rapidly; but 
even in 1913 they had by no means entirely displaced the domestic 
weaver. In that year 85,000 persons were recorded as being engaged 
in cotton weaving in factoiics or mills employing five persons and 
over. Most of these factories were very small since their total number 
was 2,087, of which only about half (1,135) had power-driven 
machinery. At the same time there were probably half a million 
households in which domestic weaving was still carried on. It is 
possible to estimate the relative importance of these different branches 
of the industry. The quantity of yarn used by Japanese weavers as a 
whole rose from 196 million pounds in 1903 to 420 million pounds in 
1913. The proportion consumed in the sheds owned by the spinning 
concerns rose from 10-6 per cent to 26*5 per cent during this period. 
But, if the relative importance of this branch of weaving was growing, 
it was not at the expense of the specialist weaving industry, for the 
yarn consumption of that branch grew from 175 million pounds to 
309 million pounds during the same decade. 

\^The cotton and silk industries grew from ancient roots; but there 
were some branches of textile manufacture which owed their existence 
entirely to Western contacts. The most important of these was the 
woollen and worsted industry. Neither raw wool nor woollen 
manufactures were produced to any significant extent in Tokugawa 
Japan, and the industry had to be built up from the very foundations. 
Its development proceeded from two directions. We have already 
seen that the Government had set up a factory for making army 
cloth in 1877.*^ The machinery was imported from Germany and was 
installed by foreign technicians.^Although a few private concerns 
producing army cloth, blankets and flannels were established during 
the eighties and nineties, the Government mill remained the most 
important plant in the industry until the new century. All these 
concerns depended mainly on Government orders and their output 

^ Exports first exceeded imports in value in 1897 in the case of cotton yarn 
and in 1909 in the case of piece-goods. 

IndustrialJapan, p. 342. The following account of the growth of this industry 
is largely based on The Present Status of the Woollen Industry in Japan (Nagoya 
Imperial College of Commerce, 1935). 
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fluctuated widely. It rose steeply during the Sino-Japanese War and 
the Russo-Japanese War; but in peace-time the mills could secure 
little business in competition with imported cloth, yven though their 
products were favoured after 1899 by a 25 per cent ad valorem duty 
on foreign woollens. At first the mills imported all the yarn required 
for their looms. After 1900 some of them began to spin, but even in 
1913 they still depended largely on foreign yarn imports. 

The heavy woollen branch (except in war-time) made rather slow 
progress, and it was soon overshadowed by muslin manufacture. 
After the opening of the country to Furopcans large quantities of 
muslins had been imported for the manufacture of kimono, as a 
substitute for cotton and silk. These imports averaged about 15 
million square yards during the later seventies, about 13 million 
square yards in the later eighties, and then rose sharply in the 
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nineties to over 24 million square yards a year. Up to that time the 
Japanese demand was entirely satisfied from foreign sources of 
supply. Just before the end of the century, however, a few muslin 
mills were established in Japan, and the industry developed so quickly 
that the import of foreign muslins was soon affected. The tariff 
already mentioned helped the Japanese mills in this competition; 
but their chief advantage over the foreign producer lay in the fact 
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that they were more skilful than he in turning out goods suitable for 
Japanese tastes. By 1913 imports of muslins were rapidly dfeclining, 
and an export trade was being worked up. The muslin branch had by 
then become much the largest branch of the wool-using industry. 
The manufacture of serge and worsteds was still in its infancy. 

As was to be expected in an industry without a long native 
tradition, production was not widely scattered over a large number 
of producers, as with cotton and silk. The heavy woollen branch of 
the industry, being concerned with Government orders for standard- 
ized fabrics, was in the hands of a very small number of linns, and 
even muslin manufacture was conducted in relatively large mills, for 
it lent itself to standardized production on power-looms. Yet in this 
industry, as in most Japanese trades, there appeared a fringe of very 
small producers working to the orders of merchants. The tables on 
page 75 will serve to illustrate the development of the different 
branches of production in the 20 years preceding the First World 
War.^ 

V, Among the minor textiles the flax and hemp industries, which had 
a long history in Japan, were reorganized during this period. A hemp 
factory was founded with Government financial assistance in 1886 
and others followed. During the Sino-Japanese War there was an 
active demand from the army for their products, but the trade 
decayed subsequently, to be revived during the Russo-Japanese War." 
In 1907 the industry passed under the control of the Teikoku Seima 
Kaisha (Imperial Hcinj) Company), a subsidiary of Yasuda; but it 
continued up to the war to be dependent on the demand for military 
goods, and the finer products were imported. In 1913 the spinning 
branch of the industry had about 27,000 spindles. This branch was 
conducted in fair-sized mills controlled by a single company, but 
much of the weaving took place in very small sheds, ^^he hosiery 
industry also was started during the thirty years before the First 
World War. It specialized in cotton hosiery, and its equipment 
consisted of imported knitting machines operated mostly by hand in 
domestic or very small specialized workshops. The industry had not 
achieved the rank of an important manufacture in 1913; but it is of 
interest because it provides an example of a new trade which was 
organized according to small-scale methods characteristic of the 
older industries, 

At the end of our period the textile industries formed by far the 
most important section of Japan’s manufacturing activity. It is 
naturally difficult, in a country in which a large proportion of the 
manufactures is produced either in peasant households or by the 
part-time work of urban families, to form an accurate estimate of 

' Sources; Nagoya Imperial College of Commerce, The Present Status of the 
Woollen Industry in Japan\ and Oriental Economist, Foreign Trade of Japan. 
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the industrial distribution of the population. Moreover, the vast 
majority even of the specialized work-places were very small, and 
there is no reliable statistical information about the numbers 
employed in workplaces with under five workers in this period. Since 
1909, however, figures have been collected of the employment 
provided by ‘factories’ with five or more workers. Tn 1913 nearly 
three-fifths of the persons so employed were in textile factories.^ 
Figures are also available to show the gross output of the various 
‘factory’ industries similarly defined. These, though obviously defec- 
tive as a guide to the relative importance of the dilTcrent trades, 
show that 45 per cent of the total value was attributable to textile 
factories. Of the total value of textile production about 28 per cent 
was made up of raw silk and silk yarn, over 10 per cent of silk 
piece-goods (including mixtures), and 53 per cent of cotton yarn and 
piece-goods. Thus over nine-tenths of the total output of the textile 
industry consisted of silk and cotton goods. These formed the major 
manufactured products of Japan. 

The textile trades arc of interest for reasons other than their size. 
Although Government initiative had been an important factor in 
their development during the early years of Meiji, and Jilthough 
improvements, in the silk industry especially, owed much to official 
regulation, yet on the whole the expansion of these trades in the new 
century had depended little either on direct assistance from the 
Government or on the national economic policy then being worked 
outjjTheir rise was the natural consequence of the redistribution of 
productive resources that resulted from the impact of Western trade 
and technique on the old Japanese economy. The relative advantages 
of Japan in these trades depended on her possession of ample supplies 
of cheap labour with traditions of textile work, and on the technical 
fact that many of their branches could be satisfactorily conducted in 
small workplaces and without expensive capital equipment. It was in 
them, therefore, that the rising entrepreneurial class found the most 
fruitful field for its operations. 

Viewed from another standpoint, the textile trades represent a 
form of activity where the two major sections of the Japanese 
economy meet, the traditional peasant economy and the new capital- 
istic economy. The silk trade, as we have seen, was an outgrowth of 
the former. Yet even here the new capitalism was intruding by means 
of the investments of the tonya and the city bankers in the large 
reeling mills, as well as through the working capital which they also 
provided. The large cotton-spinning mills clearly belong to the new 
economy. Yet those mills not merely depended for their labour 
supply on the peasant families, but the whole system of industrial 

^ Excluding miscellaneous labourers, but including employees in Government 
factories. Source: Department of Commerce and Industry, Factory Statistics, 
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relations that grew up within them was moulded by social conditions 
peculiar to traditional Japan. At first the daughters of the' peasants 
were reluctant to enter the new factories, and a labour supply had 
to be attracted by means of factory agents who made contracts with 
the heads of peasant families about the terms of the girls’ employ- 
ment. As in the workshops of old Japan, the employer housed and 
fed these workers and even provided for their entertainment. He 
assumed obligations towards them which were at first the expression 
of this paternal relationship, but which later came to be regarded by 
the workers as a right. Among these obligations were the payment of 
dismissal allowances on the discharge of the workers and also the 
grant of semi-annual bonuses, which corresponded to the gifts which 
the employer in old Japan made to his servants at New Year and 
0-bon, It is true that this relationship might at times be associated 
with abuses, especially in the novel environment within which it was 
established; but there can be no question that its origins lie in the 
assumption by the new industries of a system of relationships derived 
from the older society. Western industrialism was thus modified by 
the social environment into which it was imported, and it conse- 
quently lost some of its alien character. Indeed, any criticism of the 
dormitory system in the cotton mills — as distinct from the abuses in 
that system — is ill-founded if the observer has failed to realize that its 
roots are to be sought in the social system of the country. Thus, even 
the large enterprises in the cotton, woollen and silk-spinning trade, 
had to come to terms with the old society. As for the weaving processs 
in all the textile industries this was still largely a small-scale or house- 
hold industry, and by 1913 a technical revolution in this section of 
manufacture was in its early stages. Much of the trade was located in 
villages and small towns, and its personnel still had close associations 
with the farming communities around them. 



CHAPTER V 


THE HEAVY INDUSTRIES, SHIPPING AND 
FOREIGN TRADE, 1881-1914 


1 . Metals^ Mining and Engineering 

Japan inherited a long tradition of skill in metal working as in 
textiles, and the products of her craftsmen, such as the sword makers, 
had enjoyed fame for centuries. But she found greater difficulty in 
adapting her metallurgical trades to Western technical methods than 
she did her textiles. This is not surprising. Countries in the early 
stages of modern industrialism have usually concentrated on the re- 
organization and development of their textile industries whatever 
their subsequent history may have been. The explanation is not hard 
to lind. For economical production the metal and heavy engineering 
trades need more expensive capital equipment and more elaborate 
technical processes than the textile industries, and the scarcity of 
capital in ‘new’ countries offers a handicap to development. I^urther, 
modern methods of metal manufacture differ greatly from traditional 
methods. They make heavy demands on scientific knowledge and 
trained technicians. Traditional aptitudes, therefore, provide a less 
satisfactory basis for these industries than for textile manufacture. 
Finally, unless a country offers a large market for a wide variety of 
metal goods and by-products, it is difficult for each of the special 
trades that fall within the metal groups to approximate to an optimum 
scale and so to work with a reasonable degree of economy, Japan 
suffered a further handicap in the major branch of metal production, 
namely the iron and steel trades, in that she was deficient both in' iron 
ore and in good coking coal. When the industry began to appear in 
its modern form, it owed its rise to Government initiative, and for a 
long time its very existence depended on help from the State. It was 
in lact typical of those large-scale industries which were called into 
being by the Government’s policy of building up manufacturing 
resources necessary for national power and security. Political neces- 
sity rather than economic advantage supplied the impulse. 

In the early years of Meiji the home output of iron was limited to 
that produced from the sand-iron of the San-in district, and both this 
industry and the manufacture of finished iron goods suffered from 
the import of cheap Western products. In 1896 the home output of 
pig iron amounted to only 26,000 tons, about 40 per cent of the total 
consumption. The home output of steel was insignificant, and practi- 
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cally all the consumption of 222,000 tons was met by imports. In 
that year, the Government decided to establish an iron •and steel 
industry equipped with Western plant, and in 1901 a State-owned 
and operated concern, known as the Yawata Iron works, began 
production. A few years later several other plants were founded by 
large private capital interests, and by 1913 the pig iron output 
reached 243,000 tons and the steel output 255,000 tons, 48 per cent 
and 34 per cent respectively of the home consumption. Neither the 
State nor the private undertakings were financially successful, and 
the contribution of the latter to the total output remained small — in 
1913 34 per cent of the pig output and 15 per cent of the steel output. 
Tlras, before the First World War Japan was still largely dependent 
on foreign countries for the iron and steel which she consumed, and 
the bulk of her own output was produced by a single State concern. 
Her finished steel production was naturally confined to a narrow 
range of products, virtually to bars, rails, plates and wire rods, and 
for most other kinds of finished steel she relied almost entirely upon 
imports. Even though her iron output was so small, she could not by 
any means fully supply her furnaces with domestic ores. In 1913 her 
ore output was only 153,000 tons, mostly from the Kamaishi mines, 
about 27 per cent of her ore consumpi ion. The rest came from Korea 
and China. It is clear that even at the end of this period the Japanese 
iron and steel industry was of very slight importance. 

The mining industries had been more successful. As we have seen, 
copper, silver and gold had been mined for many centuries, and coal- 
and oil-mining appear to have developed soon after 1700. Western 
technical methods were first introduced when the Takashima Colliery 
in Kyushu was started with foreign capital just before the Restora- 
tion. The Meiji Government brought in experts and equipment from 
overseas, and during the seventies it was itself operating nine under- 
takings in various branches of the mining industry. These included 
the largest and most up-to-date mines. After 1880, however, develop- 
ment was left mainly to private enterprise. 

Coal-mining soon became the most important branch of the 
industry. During the Meiji era most of the output came from Kyushu, 
in spite of the development after 1880 of the Hokkaido field. At first 
production was small by Western standards, but with the progress 
of industrialization after 1894 it rose rapidly. By 1913 a hundred 
mining companies were in existence with an aggregate paid-up 
capital of 39 million yen and with 172,000 miners in their employ- 
ment. Many of the undertakings were very small and the bulk of 
the output was produced by a few large concerns most of which 
were affliated to the zaibatsu. Efficiency does not appear to have 
been high. In 1913 production per worker employed was only 123 
tons, and the output per man-shift (underground workers only) only 
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•53 tons. For the low productivity the thickness of the seams as well 
as the imperfect equipment of the mines was responsible. 

On balance Japan had a small export of coal after 1890, and by 
1913 it had risen to over 3 million tons a year. At home the largest 
consumer during the first twenty-five years of Meiji was the salt 
industry. Then in the nineties, with the increasing use of steam power 
by the new industries, manufacturing establishments became the 
largest consumer; while in the decade before the First World War 
the bunker trade consumed as much as the factories. As the Japanese 
warmed their dwelling houses with charcoal braziers (Jiibachi), the 
consumption of house coal was insignilicant. 

COAL OUTPUT (annual AVHRAciFis)’ 

{in million metric tons) 


1877-84 

0-8 

1885-94 
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80 
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The ancient copper-mining and refining industry was also reor- 
ganized during these years. Although eclipsed by coal-mining, it 
continued to expand up to 1914, when Japan ranked as the second 
largest copper exporter in the world. Both on the mining and the 
refining side the industry was in the hands of a few great business 
families. Kuhara, Mitsubishi, Fiijita and Furukawa. I hesc also 
owned factories in which much of the copper was consumed. The 
bulk of the output came from a small number of mines, over half 
from the four largest and nearly two-thirds from the eight largest 
mines. The same is true of the other mining enterprises. Thus, 
although there was an important fringe of small mining undertakings, 
the industry as a whole was conducted on a large scale. This had 
been true even before the Restoration. 

Oil-mining was another ancient industry which expanded during 
the new era. The development became rapid after the establishment 
in 1888 of the Japan Oil Company, equipped with American appara- 
tus. Later this company established an up-to-date refining works. 
The output of crude oil in Japan rose from 33,000 barrels in 1887 to 
over 100,000 barrels in 1893 and to over li million barrels in 1903. 
After this time growth was slower because of more intense competi- 
tion from abroad and the difficulty of exploiting new fields. Foreign 

* Sources of these and other data concerning the mining industry: Financial and 
Economic Annual of Japan; and Mining Bureau of Department of Commerce and 
Industry, General Conditions of Mining Industry of Japan (annual). 
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concerns established refining and storage capacity for imported oils, 
together with a distributive organization, and after 1908 there was a 
marked decline in domestic production. The competition from 
abroad led the Japanese companies to come to an agreement with 
their foreign rivals, Standard Oil and Rising Sun Oil, who operated 
in Japan. TJie various members of the industry were allotted sales 
quotas, and the foreign companies obtained the right of supplying 
65 per cent of the annual consumption. This seems to have been the 
first international industrial agreement to which Japan was a party. 

The engineering industry, although fostered by the Government 
for political reasons, failed to reach a substantial size during this 
period. Japan relied until the very last years of Meiji mainly upon 
foreign shipyards to provide her with the larger ships for her growing 
mercantile marine. Certain Government yards (notably those of 
Nagasaki, Kobe, Craga and Ishikawa), which had been taken over 
from the Shogunatc and the daimyo^ were transferred to private 
ownership in the early eighties, and at the same time new private 
yards were established; for example, the Osaka Iron Works in 1881 
and the Ono Shipbuilding Company in 1883. But output remained 
very small until the end of the century. It was not until the nineties 
that the first steel ship was built and before 1895 the Japanese 
yards launched only one steamship of over 1,000 gross tons. A new 
era began with the Shipbuilding Encouragement Act of 1896. This 
provided for the granting of official subsidies to builders of iron and 
steel vessels of over 700 gross tons. The bounty was at the rate of 
12 yen a ton for ships of under 1,000 tons and 20 yen a ton for those 
of over 1,000 tons, while 5 yen per horse-power was given for marine 
engines manufactured in Japan. As a result several new yards were 
founded and existing ones extended. But the subsidy was still not 
large enough to promote a rapid development of the industry; for at 
that time practically all the materials had to be imported, and 
Japanese technicians were far inferior to those of other countries. 
In 1899 further encouragement was given by an amendment of the 
Navigation Subsidy Law. This law, passed in 1896, had provided 
for subsidizing the mercantile marine. The amendment entitled 
owners of Japanese-built ships to claim twice the amount of subsidy 
granted to owners of foreign-built ships. From this time onwards the 
leading yards were entrusted with the building of several large ocean- 
going steamships. In 1909 revised subsidy laws came into force and 
gave another stimulus to the industry. By then considerable experi- 
ence in shipbuilding had been gained, and supplies of certain kinds 
of steel and components were becoming available from domestic 
manufacturers. In the years immediately preceding the First World 
War the Japanese yards were able to undertake the building of 
warships. By 1913 there were six yards capable of building vessels of 
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1 .000 tons and over, besides many small concerns, and the number of 
workers in the industry was 26,000. The annual average gross 
tonnage of steamships launched, which had been under 10,000 tons 
until the late nineties, rose to over 50,000 tons in the period 1909-13.^ 
The annual average tonnage of sailing ships launched also increased 
substantially from the last years of the century and reached about 

20.000 tons in the period immediately before the First World War. 

By the standards of the leading Western countries the shipbuilding 

output in 1914 was still unimpressive, and this was true of the 
production of engineering goods as a whole. The greater part of the 
equipment needed for the railways, ships, factories, power stations 
and mines was imported, and the production of engineering goods 
was limited to a veiy few factories. Some of these, which were later 
to become very important, were established towards the end of the 
nineteenth century, notably the Shibaura Engineering Works, foun- 
ded in 1887. This firm, besides undertaking general engineering work, 
began in 1892 to produce electrical machinery and apparatus. Several 
other firms entered this trade at about the same lime. For instance, 
the Tokyo Electric Company carried on pioneer work in the manu- 
facture of electric bulbs, the Fujikura Electric Wire Company 
produced wire and cables, and the Oki Electric Company telephone 
and telegraph apparatus. The first locomotive built in Japan was 
turned out in 1892. During the period between the Chinese and the 
Russian wars several new engineering firms were founded by the 
great business families in association with other enterprises. Furu- 
kawa and Sumitomo, which had interests in the copper-mining and 
refining industry, set up electric wire and cable works where the 
products of their mines were consumed. The subsidy granted to the 
builders of marine engines induced Mitsubishi and Kawasaki to 
create manufacturing plant for that purpose in connection with their 
shipyards at Kobe. After the nationalization of the railways in 1906 
the Government discriminated in favour of domestic producers of 
rolling stock, and this led to an expansion in that branch of engineer- 
ing. For instance, the Kawasaki Dockyard Company started its 
railway workshops in 1908. 

During the first decade of the.present century there was a marked 
increase in the use of electricity for lighting, street traction and 
factory plants. New power stations were built, and Japan began to 
make use of her great resources of water power for the generation 
of electricity. In 1907 the production was 115,000 kWh., of which 
one-third was generated by water power; by 1914 the amount had 
increased to 716,000 kWh., of which four-sevenths was generated by 
water power. The spread of electric lighting affected all branches of 
the electrical engineering and apparatus industries. Foreign capital 
^ Ships of 100 tons and over. 
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came in to assist in this development. For instance, in 1905 the 
General Electric Company (of America) acquired interegts in and 
reorganized the Tokyo Electric Company which began to produce 
the Mazda lamp. It acquired control of the Osaka Electric Lamp 
Company a year later. In 1905-06 two firms, one of them the Nippon 
Gaishi of Nagoya, were founded for the maniifaclure of insulators. 
The Mitsubishi Shipbuilding and Engineering Company set up a 
department for making electrical equipment for ships and mines. In 
1910 the Kuhara mining interests established the Hidachi Works, 
now one of the greatest of Japan’s engineering firms. The paid-up 
capitalization of the engineering industry rose from a mere 2-6 
million yen in 1893 to 14*6 million yen in 1903 and to 6M million 
yen in 1913. The capital invested in electricity supply companies rose 
from 2 million yen in 1893 to 12 million yen in 1907 and to nearly 
200 million yen in 1913. On the eve of the First World War there 
were 60,000 persons employed in factories producing machinery, 
instruments, tools and vehicles, apart from those engaged in ship- 
building.^ 

There was a considerable number of small workshops engaged in 
manufacturing parts and working to the orders of the factories; but 
most of the heavy engineering industry was concentrated in a few 
large firms, each with a wide range of output. The more important 
among these firms were owned by the great business families with 
interests in many branches of large-scale enterprise. For instance, the 
Hidachi Works was owned by Kuhara, which was dominant in the 
mining industry; the Shibaura Works was associated with Mitsui; 
two of the great houses in the copper trade (Furukawa and Sumi- 
tomo) controlled the chief electric wire and cable works; Mitsubishi 
and Kawasaki had important general and electrical engineering 
activities associated with their shipyards.oVlany branches of the trade 
depended mainly on Government orders, such as the firms that 
produced telegraphic apparatus and rolling stock, or derived great 
assistance from the subsidy policy, such as the marine engineers. 
j'Thus the heavy engineering industry fell almost entirely within the 
'second branch of Japan’s economy which was distinguished by a 
concentration of control in a few capital groups and was moulded 
and governed by State policy, 

A few branches of the light engineering industry, later to become 
important, were started in the last twenty years of this era; but none 
of them had become very large. Among them we may mention the 

^ Industrial Japan, pp. 245-96; S. Uyehara, op. cit., pp. 213-23; M. Suzuki, 
Nihon Zaibatsu Ron (Essay on the Japanese Zaibatsu), passim; The House of 
Mitsui; An Outline of Mitsubishi Enterprises; Statistical Year-Book of Empire of 
Japan; T. Uyeda and T. Inokuchi, The Electric Lamp Industry (Institute of Pacific 
Relations), pp. 3-4. 
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bicycle industry. The first producers of bicycles were craftsmen 
formerly engaged in gun manufacturing, especially those situated at 
Sakai near Osaka. The leading firm in the trade, the Miyata Works, 
was formerly a rifle manufacturing concern which started making 
bicycles in 1888 and soon began to specialize in this new industry.^ 
In the new century, and especially after the Russo-Japanese War 
when many gunsmiths turned to bicycle manufacture, the industry 
expanded. Most of the producers were small men who at first 
occupied themselves with manufacturing parts needed for repairing 
bicycles that had been imported. In the years immediately prior to 
the First World War, however, there was a strong tendency for each 
small producer to specialize on particular components required for 
the complete bicycle. These components were made to the orders of 
merchants who afterwards had the parts assembled. The tendency 
was accompanied and assisted by a standardization of components, 
and so the bicycle manufacturing industry began to assume a definite 
form. Although the output even in 1914 was still small, and although 
large imports of parts and accessories were needed to satisfy the 
home demand, this industry is of interest because it provides an 
early example of certain new trades which were later to become an 
important feature of Japanese manufacture. J'hese are llic industries 
which turn out light engineering or miscellaneous products and are 
conducted in small workshops, each specializing on a few processes 
or components needed for the finished commodity. 

2. Other Manufaclures 

Among other large-scale industries which were formed at this time 
we can mention the cement, sugar-growing and relining, glass, beer- 
brewing, paper and chemical fertilizer industiies. All these owe their 
inception to the great business families who were often assisted by the 
State to launch the new enterprises. For example, the manufacture 
of foreign-style paper had begun with the formation of the Oji 
Company by Mitsui and Shimada in 1871 on the advice of the 
Government. Several other concerns were founded during the last 
decade of the century, and by 1913 the annual output of paper 
amounted to about 500 million pounds. This figure includes Japancsc- 
style paper which was organized in an entirely dilTercnt way from the 
foreign-style paper-making industry. Japanese paper continued to be 
produced, as it had been for centuries, in small workshops or in 
peasant households, whereas foreign-style paper was manufactured 
in large mills equipped with massive Western machinery. 

^ Pamphlet issued by Miyata Works, Tokyo. 

This affords an interesting parallel to the development of the industry in 
England. Rifle manufacturers, notably the B.S.A.Co., were among the first English 
firms to take up the manufacture of bicycles on a large scale. 
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The contrast between the old and new branches was to be observed 
in many industries. In brewing, for example, the production of sake 
was conducted in very small establishments; but the new^beer 
industry from the first was in the hands of a small numb^eF of large 
concerns. It had begun in the seventies when the Kirin Company, 
and also a Government brewery in Hokkaido, were set up. In the 
eighties the latter passed to the Dai Nippon Brewery Company, and 
at the end of that decade the Ebisii and Asalii Companies were 
formed. Up to the f irst World War, and indeed for long after, 
practically the whole trade was controlled by four concerns in which 
the zaihatsu had important interests.^ 

The sugar industry provides a particularly good example of the 
co-operation of the State and the zaibatsu in the creation of large- 
scale enterprises. Cane sugar had been produced in Japan before the 
Restoration; but the industry declined during the early part of the 
Meiji era in consequence of the imports of cheap foreign sugar. The 
annexation of Formosa, gave Japan extensive territories climatically 
suited to cane-sugar growing. Even so, the trade would have made 
little headway against imports of cheap .Java sugar if the Government 
had not given substantial subsidies to the Formosan companies and 
if high import duties on foreign sugar had not been imposed. These 
duties and subsidies date from 1902, and production was trebled 
during the next ten years. Meanwhile, a sugar-refining industry had 
grown up in Japan. From the middle nineties the Dai Nippon Seito 
began to refine imported Javanese sugar, and although the duties of 
1902 damaged this trade, a system of drawbacks was instituted and 
made possible the growth of an export trade in refined sugar pro- 
duced from Javanese raw sugar. Both branches of the industry were 
controlled by a very few concerns. From 1902 the Dai Nippon Seito 
monopolized the home market until it was joined in 1908 by two 
others. In 1914 it owned three out of the five sugar-refining factories 
of Japan. 

The interests of the raw-sugar producers and the refiners came into 
conflict in connection with the Javanese imports which the former 
wished entirely to exclude. The conflict was ultimately resolved by 
vertical integration. The Dai Nippon Seito in 1911 entered the raw- 
sugar trade, and the t\vo leading raw-sugar companies, the Meiji and 
Taiwan, bought sugar refineries in Japan.Both Mitsui and Mitsubishi 
were closely associated with the development of this industry, and 
each controlled one of the leading concerns.^ In this field, as in many 
others, they acted in a sense as agents of the Government in the 
execution of its economic policy, 
fn the cement industry, also, zaibatsu capital was present but 

^ Information supplied by Oriental Economist in 1936. 

“ Information supplied by Oriental Economist in 1936. 
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scarcely so dominant as in the sugar trade, partly no doubt because 
the scale of enterprise was smaller, and partly because Governmental 
policy was not so closely involved in its development. Japan has 
abundant clay and limestone and fair coal supplies, and so she was 
well fitted for this industry. A Government Victory, established in 
1871, was turned over to S. Asano in 1884, who was a typical ‘self- 
made’ industrialist of the Meiji era. Just after the Restoration he had 
supported himself in Tokyo as a hawker. He later began to trade in 
the by-products of the Yokohama Gas Works, and after purchasing 
the Government’s cement factory, he soon built up an important 
business in that industry as well as in the oil, shipping and ship- 
building trades. In the early eighties the Onoda Cement Company 
was formed, and ^Iiis later passed under the control of Mitsui.^ It 
was not, however, until Western technical methods were introduced 
during the nineties that output became at all substantial. With the 
industrialization of the country and with the development of 
communications in the fifteen years before the First World War, the 
demand for cement greatly increased, and output rose from 87,000 
tons in 1896 to 645,000 in 1913. In that year the industry was in the 
hands of eighteen companies, which together operated twenty-one 
factories. 

Another new large-scale industry which was started in the later 
years of Meiji was glass manufacture. Several firms engaged in 
producing bottle and lamp glass were established in the nineties, 
and there was some small production of sheet and plate glass. This 
last branch of the trade became more important after 1907, when the 
Asahi Glass Company was reorganized with Mitsubishi capital. 
Even in 1913, however, the bulk of Japanese requirements depended 
upon imports, and the trade was still in its infancy. This could be 
said of several branches of manufacture which were later to become 
great industries, such as the chemical industry and the rubber trade. 
The latter industry had scarcely existed before 1900, and only began 
to develop rapidly after 1909 when the Dunlop Company buil; their 
factory at Kobe for manufacturing bicycle tyres. About the same 
time the manufacture of rubber shoes began to grow up, and this 
industry took over many of the small workplaces and part of the 
labour force formerly engaged in the Kobe match trade, then fallen 
on bad times. This branch of the rubber industry was typical of a 
number of trades that made their appearance in the decade before 
the First World War. These were industries producing small miscel- 
laneous goods of a Western kind which lent themselves to manu- 
facture in small workplaces. Japan possessed in her abundance of 
cheap, assiduous and docile labour a relative advantage over other 
nations in this type of industry, an advantage which she could not 
M. Suzuki, op, cit,^ pp. 217 et seq. and passim. 
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claim in trades where for technical reasons efficient production 
required highly mechanized factories. Once the labour force had 
become sufficiently experienced and entrepreneurs had becomfe alive 
to their advantages, these trades were bound to expand along with 
the rise among Japanese consumers of a demand for Western-style 
goods. 

While some of these small-scale industries had slender connections 
with the traditional activities of the country, others gradually 
developed from roots that went far into the past. The pottery trade, 
for example, was of ancient origin, and was conducted by small 
potters in several regions, each with its own speciality. Some branches 
ol'ii, ;.uch as the Kyoto trade, were concerned with high-grade wares 
made by artist-craftsmen; other branches were in the hands of 
peasants. These producers continued to manufacture goods for the 
home market throughout the new era. The potters of other districts, 
however, turned to (he manufacture of foreign-style goods for export. 
In the main the organization of the industry changed but little, even 
in the export branch. The working potters generally produced their 
wares to the orders of local merchants, and these supplied the export 
houses which had originally furnished the patterns. At Seto, near 
Nagoya, an important centre of the trade in both Japanese and 
foreign-style goods, there were in 1893 434 master poltcrs and 
decorators, 109 glost kilns and about 3,000 workers. Just before the 
First World War one or two fairly large factories were established 
in the foreign-style china trade; but these were exceptions to the 
prevailing industrial pattern. By 1914 there were no less than 5,540 
workplaces engaged in pottery and china manufacture, and about 
a third of the output (in value) was exported. The lacquer-ware trade 
was another manufacture which continued to work according to the 
old methods but which developed new varieties of goods. In both of 
these industries the superb aesthetic traditions of the Japanese served 
them well. 

Agriculture and the staple manufacturing industries, especially 
those modelled on the West or engaged in providing export goods, 
attract the imagination and have received most attention from 
Western writers. But we should gain a distorted view of the Japanese 
economy if we failed to observe another sector which was, and still is, 
exceedingly important, though difficult to measure. The Japanese, 
even today, preserve to a remarkable extent the habits of domestic 
life handed down from past limes. They live in wooden houses of 
traditional design; their furniture, domestic utensils, and food are 
still in the main peculiar to themselves, although of course by no 
means unaffiected by Western influences. Up to 1914 these influences 
on domestic life were slight. Then, and for many years afterwards, 
even the traditional national dress was commonly worn. Conse- 
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quently, a great mass of trades existed to provide the goods and 
services of which there were no counterparts abroad. In every centre 
of population there were large numbers of people who prepared 
various kinds of Japanese food and who either sold their products 
in little shops attached to their houses or peddled them round the 
neighbourhood. In the same way, geta (wooden footwear) were then 
for the most part turned out by craftsmen who sold direct to local 
customers; while the coloured thongs which attached the geta to the 
feet were produced by domestic workers in their spare time. The 
Japanese, though their life has always been simple, demand a high 
standard of artistic merit in articles of everyday use. So not merely 
their furniture and ornaments, but even some of their common 
domestic utensils have to be made by craftsmen, and these can work 
most effectively in little domestic workshops. The very small produc- 
ing units which, as we have seen, remained typical of much of the 
weaving trade, were well adapted to serving a market composed of 
consumers who insisted on individuality in the design of their dress 
materials. Finally, the building trade, in Japan as elsewhere, was 
conducted by small firms. These trades which catered for the home 
market accounted in the aggregate for a very large proportion of the 
industrial population. It is impossible to estimate numbers, because 
many of the industries could scarcely claim a separate identity. 
Some of them were in the hands of part-time workers whose main 
job was farming; others were not differentiated from the retail trade. 
The number of retail establishments was immense. Kaempfer in the 
eighteenth century had been impressed by the number of shops in 
Japan, and they certainly did not become less numerous in the new 
era. It would, however, be a mistake to think that all of them were 
small shops attached to dwelling-houses. Wc have referred to the 
large stores which had existed from the eighteenth century; many of 
these were reorganized and expanded after the Restoration. Notable 
among them was the old retail store of Mitsui, which, in 1904, was 
separated from the parent firm and became the famous Mitsukoshi 
Departmental Store. 

Recent work on the development of the Japanese economy has 
thrown up some statistical estimates of rates of growth.^ The gainfully 
occupied population in secondary industry is believed to have risen 
from M million persons in 1878-82 to 2-9 million at the turn of the 
century and to 3-9 million in 1908-12. The index of the real national 
income produced by secondary industry is estimated to have risen 
from 4-4 in 1878-82 (1928-32=100) to 15-7 in 1898-1903 to 30-7 in 
1908-12. These estimates must all be treated with caution. The growth 
is obviously difficult to measure because the composition of the 

^ See especially K. Ohkawa, op, cit., pp. 27, 245; also W. W. Lockwood, op. cit., 
pp. 115, 137, 462. 
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industrial output was changing rapidly during the whole of the earlier 
period and because the output of the large small-scale sector was very 
difTicult to ascertain. Certainly the development was rapid. Yef even 
in 1914 the total number of operatives in factories that employed 
five or more persons was only 950,000/ of whom 560,000 were 
females. The large technical unit in industry was still excep- 
tional. 

3. Transport 

^Everywhere during the nineteenth century improvements in transport 
were the concomitant of industrialization, and the Japanese Govern- 
ment \v'as fully alive to the nccessily of clfecting such improvements 
in its own country.! In the early years of Meiji it was recognized that 
one of the chief obstacles to growth lay in the high cost of transport, 
and the removal of this obstacle by the construction of railways and 
roads, the introduction of wheeled vehicles and the development of 
coastal shipping services was a task to which governments and 
private persons soon directed their energies. lUp to the early eighties 
the Government was responsible for nearly all railway construction. 
It was then joined in this enterprise by private firms, and during the 
next few decades a large expansion of the system took place. Jn 1906, 
when the railways were nationalized, the mileaiic was about 6,000; 
it rose to some 7,000 in 1913.|Thc tonnage of freight traffic grew 
even more impressively. Between 1888 and 1910 it rose from 850,000 
to over 40 million.^ 

(The development of the shipping industry was on a corresponding 
scale. I For shipping Japan was well favoured. Her traditions of sea- 
manship, though deprived of full expression by the restrictions of the 
Tokugawa period, and her geographical position and structure were 
factors favourable to the development of a mercantile marine. 
Experience in operating ocean-going ships alone had to be acquired. 
To this endithe Government set up in 1 875 schools of navigation and 
marine engineering, and it engaged British experts to staff them. 
Foreign captains and officers also were taken into the service of the 
shipping firmsi Until the end of the nineteenth century these foreigners 
formed a high proportion of the officers employed by the mereantile 
marine, and their numbers remained significant until 1914.^ As with 
other industries, the Government chose to work out its policy through 
the medium of a few financial groups which it assisted and guided 
but did not directly control. | 

The history of the modern mercantile marine begins with the estab- 

‘ W. W. Lockwood, op, cit., p. 106. 

^ In 1895 about two-fifths of the masters, navigating officers and engineers 
employed by the nyk were foreigners. Even in 1910 more than a quarter of the 
masters were foreigners {Golden Jubilee History of Nippon Yusen Kaisha, p. 166). 
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lishment in 1870 of the Kaiso Kaisha (Transport Company) which 
owned vessels formerly belonging to a clan government and was 
capitalized jointly by the Stale and by private interests. In 1872 this 
company, after reorganization, began to operate a subsidized service 
between Tokyo and Osaka. Two years earlier a samurai named 
Iwasaki acquired three steamers, previously the property of his 
Jaimyo, and employed them in the coastal trade. Tn 1873 his business 
became known as the Mitsubishi Shokai, a name of significance in 
modern Japan. When the Government in 1874 needed ships in 
connection with the expedition to Formosa, it bought them from 
abroad and entrusted them for operation to Mitsubishi which was 
given charge of military transport. By 1875 Mitsubishi, having 
absorbed the Kaiso Kaisha, owned 37 vessels with a tonnage of 
23,000. It then founded a marine school, which received a Govern- 
ment subsidy, and it started a serviee to Shanghai. During the 
Satsuma Rebellion of 1877 Mitsubishi ships were again required for 
military transport, and the concern was able to extend the size of its 
fleet through official financial assistance. In 1879 its ships began to 
run to Hong Kong, and in 1881 to Vladivostock. Mitsubishi’s 
shipping activities in this decade were thus closely bound up with its 
associations with the Government. 

Other small concerns were started after 1877, also with Govern- 
ment aid, and these amalgamated to form the Kyodo Unyu Kaisha 
(United Transport Company) in 1882. Keen competition appeared 
between Mitsubishi and this new company in the coastal trade during 
the early eighties, and pressure from the Government led to their 
amalgamation in 1885 and to the formation of what has since 
become the chief Japanese shipping line, the Nippon Yusen Kaisha. 
At the beginning of its career the new company had fifty-eight ships 
and a total tonnage of 65,000, apart from sailing ships. Close 
associations with the Government were maintained. The State 
guaranteed dividends of 8 per cent on the company’s capital for 
fifteen years, and it also supervised its business and designated routes 
on which its ships were to run. In the meantime a number of small 
shipowners engaged in the coastal trade from Osaka Joined together 
to form the Osaka Shosen Kaisha (1883), which from this time 
constituted the second largest shipping company. 

During the eighties Japanese ships were engaged merely in coastal 
trading or in services to the China coast. In the early nineties they 
began to run to Hawaii. Then, with the outbreak of the Sino- 
Japanese War, new carrying-capacity was needed, and many new 
ships were added to the mercantile marine. After the war a new era 
in Japanese shipping began. Governmental policy was crystallized in 
the Navigation Subsidy Act of 1896, under which State subsidies 
were granted to Japanese shipowners on ships of 1,000 tons and 
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over and of ten knots and upwards employed in foreign tradc.^ As a 
result of this encouragement, the shipping companies began to 
acquire larger ships and to extend their operations to distant parts 
of the world. The nyk started its services to Europe, Australia and 
North America before the end of the century; and, as the Shimo- 
noseki Treaty gave Japan navigation rights in Chinese waters 
(especially on the Yangtse), several companies began to operate 
services there. 

The Russo-Japanese War proved another starting-point for a rapid 
advance in tonnage, as ships had to be bought for military transport. 
After the war these ships were employed on new routes, and several 
new companies were formed. For instance, the osk started its Takoma 
service in 1910; the Nanyo Yusen Kaisha was founded to trade with 
Java and the South Seas; and new services were operated to Dairen, 
Saghalien and other parts of North Asia. In 1909 the Government 
replaced the legislation of 1896 and 1899 by a new Act which 
empowered it to select and to subsidize mail steamship routes. The 
years immediately preceding the First World War saw the amalgama- 
tion of several concerns. In 1907 a number of companies operating 
services in Chinese waters formed a new concern, the Nisshin Kisen 
Kaisha, which then look charge of this section of their interests, and 
in 1911 the Chosen Risen Kaisha was established in the same way for 
the Korean service. The rise in the importance of Japanese shipping 
is shown by the growth in the proportion of the country’s foreign 
trade carried by it. In 1893 about 14 per cent of the ships entering the 
ports were Japanese, and these carried only 7 per cent of the country’s 
exports and under 9 per cent of her imports. By 1903 the proportions 
had risen to 38 per cent, 40 per cent and 34 per cent, and by 1913 to 
51 per cent, 52 per cent and 47 per cent. In shipping as in most of the 
modern industries it was only after the middle nineties that Japan 
began to achieve a position of any importance, but once progress had 
begun it was extremely rapid. 

MERCANTILE MARINE 



Steamships- 
(in thousand gross tons) 

Sailing Ships 
(in thousand tons) 

1873 

26 

8 

1894 

169 

45 

1904 

797 

327 

1913 

1,514 

828 


^ The annual amount of subsidy paid to Japanese shipowners rose from about 
1 million yen before 1896 to nearly 6 million yen in 1899-1900. The Act was 
amended in 1899; see, supra, p. 82. 

“ Twenty gross tons and over. 
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4. Foreign Trade 

The broad changes in Japan’s foreign trade between 1881 and 1913, 
on which the discussion of industrial development has already 
thrown some light, are shown in Tables XXII, XXIV and XXVII of 
Appendix B. The trade, it will be seen, was of little significance until 
the later nineties, but from then on it grew fast, and by 1913 could 
be considered substantial. The alterations in the value of the mone- 
tary unit in which the trade is measured tend to exaggerate the rise 
which occurred; but estimates suggest that there was a tenfold 
increase in volume during these thirty years. In the first part of the 
period, from 1881 to 1893, almost every year showed a favourable 
trade balance; but after the Sino- Japanese War of 1894-95 there 
were heavy imports of capital and a large adverse balance in the 
visible trade. 

The industrialization of the country, which at the beginning of this 
era was almost wholly agricultural, naturally affected the composition 
of the foreign trade. On the import side there was a decrease in the 
importance of finished manufactured goods and among the exports 
a decline in the importance of foodstuffs and raw materials. Through- 
out the period the chief exports consisted of semi-manufactured 
commodities and the proportion of these goods to the total tended to 
increase. These changes require a more detailed examination. In the 
early eighties the three major exports consisted of raw silk (a semi- 
manufactured commodity), tea and rice, and these together accoun- 
ted for nearly two-thirds of the total. Raw silk was by far the most 
important of them, and tea came second. The few manufactured 
exports still consisted, as they had done in earlier decades, of pottery 
and other products of the old domestic trades, and there was in 
addition a small trade in copper, an export of long standing. Little 
alteration in the structure of the export trade occurred in the next 
decade and a half. By 1894 the share taken by raw silk had slightly 
increased, while that of rice and tea had diminished. The importance 
of copper had risen, and a new trade had developed in coal. These 
agricultural and mineral products (raw silk, tea, rice, copper and 
coal) in 1894 accounted for well over three-fifths of the total exports. 
A few additional manufactured goods had by this time entered the 
export list. The most important of these was silk piece-goods, while 
an export of matches had also been developed. The former trade was 
the result of the successful adaptation of an ancient Japanese industry 
to the requirements of foccign (chiefly American) markets; the latter 
was a Western industry for which Japan’s ample supplies of cheap 
unskilled labour suited her. In 1894 Japan’s exports still depended 
mainly on her native raw materials and her traditional small-scale 
industries. 

In the next few years the effects of industrialization began to reveal 
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themselves. A large new trade in cotton yarn was built up and a 
smaller export of cotton piece-goods appeared. Silk piece-goods 
continued to grow in importance, and in 1900 manufactured tfextiles 
(including cotton yarn) were responsible for 22 per cent of the total 
exports. With this enlargement in the scope of the export trade, the 
share taken by raw silk declined, in spite of a considerable absolute 
increase. The importance of copper and coal was maintained; while 
the agricultural exports, tea and rice, suffered a relative decline. 

Between 1900 and 1913 there was a steep rise in exports, attribut- 
able mainly to the expansion of trade in raw silk, silk piece-goods 
and cotton yarn and piece-goods. On the eve of the First World 
War these four commodities accounted for well over half the total 
exports; raw silk alone provided 30 per cent. The specialization on 
textiles or textile materials which was to be the most prominent 
feature of Japan’s trade for the next two decades had thus come into 
being. Exports of mineral and agricultural products, which had been 
so important in the nineteenth century, had by this time fallen away. 

The import trade underwent corresponding changes. In the early 
eighties nearly half the imports consisted of manufactured goods, and 
there were few industrial raw materials. By 1913 the finished manu- 
factured imports had fallen to under a fifth of the total trade, while 
over a third consisted of raw materials and about a sixth of semi- 
manufactured goods.! Perhaps the most surprising feature of the 
trade was that in spite of the large growth in the population, food 
and drink imports formed a smaller proportion of the total in the 
years just before the First World War than they did in the early 
eighties.iThis demonstrates the success of Japan in raising her food 
production from agriculture and fisheries to supply her growing 
needs.jA glance at the trade in particular commodities is illuminating. 
In 1881 imports of cotton yam accounted for about a quarter of the 
total, and imports of cotton yarn and of cotton and woollen piece- 
goods for about three-fifths. The other chief imports were sugar, 
mineral oil, and iron and steel products. By 1894 the structure to 
the trade was already changing, for a large import of raw cotton had 
appeared and machinery, tools, instruments and vehicles occupied 
a prominent place. Textile imports had suffered a relative decline, 
and cotton yarn ami piece-goods and woollen piece-goods by this 
time accounted for under a fifth of the total. Among the foodstuffs 
sugar retained its importance (with about 12 per cent of the total), 
and imports of rice began to exceed exports. These tendencies 
continued during the later nineties and into the new century. By 1913 
nearly a third of the imports were of raw cotton, and imports of 
other textile materials, such as wool, had also achieved some 
significance. Iron and steel and other metals had a larger share of 
the trade than in 1900 and 1894, and the importance of machinery 
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and tools had risen. On the other hand, imports of cotton yarn and 
textile piece-goods had by this time become very small. These 
changes were symptomatic of a country that had created flourishing 
textile industries and was rapidly building up its equipment for its 
manufacturing trades as a whole. 

Although foreign technical experts had made an important contri- 
bution to the development of the Japanese economy, entrepreneurial 
initiative in industry came almost entirely from native sources. It 
was otherwise with Japan’s international trade. From the time of the 
opening of the country until the later years of the nineteenth century 
most of the import and export trade was in the hands of foreign 
merchants. This was not surprising. The old Japanese business houses 
had long been skilled in the conduct of domestic commerce, but they 
lacked experience in the technique of international trade and they 
had no acquaintance with foreign markets and sources of supply. 
Even when this knowledge was acquired, the goodwill enjoyed by the 
foreign houses among customers and suppliers overseas preserved 
their dominance. As a British consular report stated in 1897: ‘The 
trade of Japan would never have reached its present proportions 
had it not been for foreign resident merchants; and what is true of 
the past will remain true for a considerable time to come until the 
Japanese obtain the knowledge and foresight in business transactions 
which can only be acquired by experience, and succeed in inspiring 
the commercial world with confidence. Their credit at present is not 
sufficiently high for success in direct dealings with foreign countries 
... no foreign bank would buy a bill drawn on a Japanese firm unless 
the firm had previously opened credit, and before it could do so it 
would have to be guaranteed by a Japanese bank of good standing.’^ 

Although the Japanese had to accept the predominance of the 
foreigner in this business it was not long before they ventured to 
participate. Mitsui who in Tokugawa times had set up agencies at 
Nagasaki for buying goods from the Dutch were among the first to 
try their hand. In 1876 they founded the famous Mitsui Bussan 
Kaisha, which soon obtained a share in raw silk exports. Several 
other concerns followed this example, but for many years it was only 
in trade with China that Japanese merchants made much headway. 
In 1887, so it was estimated, nearly nine-tenths of the foreign trade 
was handled by foreign merchants. During the next decade the 
Japanese had more successes. Mitsui began to handle the import of 
Indian cotton and established a branch at Bombay. They developed 
their silk trade and undertook the import of sugar from Java. By 
1900 the foreigners’ share in the trade was falling rapidly. The 
tendency was strengthened by changes in the structure of the trade. 

^ British Consular Reports^ Miscellaneous Series, No. 440, 1897; on this 
subject, see G. C. Allen and A. G. Donnithorne, op, cit,, pp. 197-8. 
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Japanese houses obtained a large share in the new export of cotton 
goods and in the rapidly increasing import trade in raw cotton. At the 
same time the growing power of the zaihatsu^ with their wide "range 
of integrated interests, presented the foreigner with formidable 
competition. Gradually, therefore, the part of the Western merchant 
became confined to dealings in specialities and ‘technical’ imports. 
Most of the bulk good trade was lost to them. The process, however, 
was not completed until well after the First World War, and as late 
as the thirties foreign merchants took a notable part in the expansion 
of Japan’s exports of miscellaneous manufactured goods. 

Even in the early years of the present century, European observers 
were still sceptical of Japan’s capacity for industrial expansion, and 
most of them thought little of her chances of ever competing effec- 
tively with other countries in the world markets for manufactured 
goods. A typical opinion was that of a French observer ‘En somme 
il faut dire . . . que I’industrie japonaise semblc incapable d’entrer en 
concurrence serieuse, sur les marches europcens, avec nos usines. 
Le Japon n’a qu’un moyen de faire quelque chose, e’est de rcserver 
pour les marches d’Europe et d’Amerique les productions speciales 
dans lesquelles il cxcelle, telles que les soieries, les objets d’art, e’est 
k dire les articles dont la confection derive du travail manuel; . . . il 
ne doit guere songer a luttcr avec les nations curopeennes en ce qui 
concerne les objets manufactures mcme avec les avantages de main 
d’oeuvre a bon march6 . . . . Au point de vue industriel ,il ne fera 
loujours que de mauvaiser. contrefagons des produits europcens dignes 
au plus, par leur bas prix, d’approvisionner les marches d’Extreme- 
Asie.’^ In spite of the great expansion that had occurred in the 
preceding forty years, this was not an unreasonable judgment to 
make in 1905, or even in 1913; for Japan’s export trade was highly 
specialized to raw silk, which she supplied to the United States, and 
relatively small quantities of cotton goods which she sent mainly to 
China. But the qualification which this commentator had thought 
fit to introduce in the last sentence of the quotation might have led 
him to further reflection. He might have considered that the develop- 
ment of the natural resources of East Asia and the South Seas — and 
indeed of other raw material producing areas— might well present 
great opportunities to a country that was capable of supplying the 
vast and still impoverished population of those regions with cheap 
manufactured goods, even if the quality of those goods might not 
always compare favourably with that of similar products of Western 
industry. 

^ H. Duniolard, Le Japon^ politique^ economique et social (1905), p. 163. 
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THE FIRST WORLD WAR AND 
THE POST-WAR DECADE 


# 

The Meiji era coincided with the period in which Japan laid the 
economic foundations of a modern State. The accession of the new 
Emperor, Taisho, came only two years before the outbreak of the 
World War of 1914-18, which marked for Japan, as for other coun- 
tries, a great dividing line in economic history. During the whole of 
the Taisho era, which ended in 1926, Japan was concerned with 
urgent financial, industrial and social problems which were the result 
of the impact of the war on an economy which for other reasons was 
in a stage of rapid growth and change. Shortly after the end of that 
era, just when the problems of adjustment seemed to be approaching 
solution, Japan was overwhelmed by the world depression of 1930-31, 
and her efforts to free herself from its elfects brought about profound 
modifications in economic policy and in the trend of industrial 
development. Let us first survey briefly the proximate effects of the 
First World War on Japan. Then we can pass to a more detailed 
study of her financial, industrial and commercial history during the 
twenties. 

The immediate effect of the war was to accentuate the financial 
difficulties with which Japan was already struggling; for it not merely 
interrupted some of her more important channels of trade but also 
disorganized her arrangements for financial settlements through 
London. In the early months of 1915, however, it became clear that 
the country was on the threshold of a period of unexampled pros- 
perity. Markets, especially Oriental markets, were thrown open to 
her through the inability of the former suppliers to meet current 
demands; contracts for munitions began to be placed with Japanese 
manufacturers by Allied Governments; and there arose a strong 
demand for Japanese shipping. These conditions persisted until the 
end of the war; indeed, the industrial boom lasted until the break in 
the spring of 1920. Important new enterprises ^erc established in 
many branches of industry; existing enterprises were enlarged; and 
between 1914 and 1919 the number of workers in factories that 
employed 5 persons and over grew from 948,000 to 1,612,000.^ Some 
details of this industrial expansion will be given in the next chapter, 

^ Factory Statistics, issued by the Department of Commerce and industry. The 
figures are for the end of tlie year in each case. 


O 
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and here attention will be concentrated on developments in finance 
and foreign trade. 

The buoyant demand for Japan’s goods, at a time when she' could 
not secure equivalent imports, led to the appearance of an impres- 
sively large export surplus. Whereas in 1911-14 the average annual 
excess of imports over exports amounted to 65 million yen, in 1915-18 
the annual excess of exports averaged 352 million yen. In value the 
exports of 1918 were three times those of 1913; in volume it has been 
estimated that they were 47 per cent greater. At the same time, her 
invisible exports greatly expanded. In 1914 her steamship tonnage 
stood at II million; in 1918 she had over 3 million tons. Japan’s net 
income frojn freights rose from under 40 million yen in 1914 to over 
450 million yen in 1918. Even in 1919, when there was a return to a 
small import surplus in her visible trade, the shipping boom con- 
tinued. The result has been summed up by saying that Japan’s net 
credits on international account from trade and services aggregated 
over 3,000 million yen between 1914 and 1919. This was 1,000 million 
yen more than her total foreign indebtedness in 1913 and about 1,700 
million yen more than her net foreign indebtedness at that time. 

The financial circumstances attending such a complete and rapid 
transformation are interesting in themselves, besides being of great 
significance for an understanding of the subsequent development of 
Japan’s economy. It might have been expected that the huge surplus 
earned by Japan on income account would have been applied to the 
redemption of her outstanding foreign debt, to profitable foreign 
investment, and to the strengthening of her gold reserves. The first 
expedient was attempted only on a small scale, partly because the 
Government objected to issuing domestic loans for this purpose, 
and partly because Japanese securities rose in price during the war. 
The second expedient was tried fairly extensively, but very unwisely. 
Of the total of over 1,000 million yen of foreign investment made 
during this period, more than half was in short-dated securities 
issued by Allied Governments. None of these gave rise to a per- 
manent source of foreign income, since they were redeemed soon 
after the war, with the exception of a loan to the Czarist Government 
which was repudiated. Other very large loans were made to the 
Chinese local and provincial governments for political reasons, 
notably the Nishihara loans to the Anfu ‘war-lords’; and most of 
these were never repaid. Thus, Japan’s war-time incursions into the 
field of long-term foreign investment were extremely unfortunate; 
even so, that investment represented but a small part of the surplus 
which she accumulated. 

The result was that in the early years of the war Japan imported 
gold on a large scale, and the Bank of Japan’s gold reserves held in 
Japan, together with the gold holdings of the Government in Japan, 
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increased very substantially. After the United States imposed her 
embargo on gold in September 1917, however, the balance of indebt- 
edness to Japan could not be settled by gold movements, and there 
was a heavy accumulation of funds in New York. Even before the 
war, as was described in Chapter TII, it was customary for the 
Government and the Bank of Japan to hold balances abroad (mainly 
in London), and the foreign holdings of the latter counted as part 
of the gold reserve against the note issue. These foreign balances 
were now swollen enormously. By December 1919 they reached 
1,343 million yen, compared with 213 million yen before the war. 
After the United States lifted the gold embargo (in May 1919) there 
was a resumption of gold imports, but at the end of 1920 the foreign 
balances were still nearly 1,100 million yen. The results of war-time 
financial operations may be conveniently summarized in the follow- 
ing table — 

GOLD RESERVES OF BANK OF JAPAN AND 
JAPANESE GOVERNMENT 


(in million yen) 


Date 

Held at Home 

Held Abroad 

Tota 

December 1914 

129 

213 

342 

December 1920 

1,116 

1,062 

2,178 


The financial machinery of Japan was incapable of dealing success- 
fully with the profound changes in her international trading position. 
Before the war Japan’s international accounts had been mainly 
settled through London,^ and the financial experience and resources 
of that centre were denied to her at a moment of unexampled finan- 
cial strain. The financing of foreign trade in Japan, as we have seen, 
was largely in the hands of a specialized exchange bank, the Yoko- 
hama Specie Bank. In the absence of a discount market and of the 
bank acceptance, the funds of the ordinary banks were not available 
for the financing of foreign trade. Consequently, the Yokohama 
Specie Bank was left to rely on its own resources and on borrowings 
from the Bank of Japan, which again had established no close 
connections with the ordinary banks. After the American gold 
embargo had been imposed, the Yokohama Specie Bank could not 
transmit the proceeds of its export bills to Japan, and it could find 
funds to take up the growing offerings of those bills only by selling 
its foreign holdings to the central bank or the Government and by 
borrowing from the central bank. It was by these processes that the 
foreign holdings of the Bank of Japan were augmented and that the 
^ Practically all export bills were sent to London for discount. 
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Bank’s loans to the exchange banks grew from 20 million yen in 
December 1915 to 440 million yen in June 1918. These operations 
were accompanied by a large increase in the Bank’s note issue, which 
rose from 385 million yen in December 1914 to 1,555 million yen in 
December 1919, and by a steep rise in prices; in March 1920 the 
wholesale price index reached 322 (1913—100).^ The rise in prices 
stimulated industrial activity, but at the same time provoked social 
unrest; for the profit-inflation was accompanied by a fall of real 
wages, in spite of a rise in money wages. The famous ‘rice riots’ of 
1919 showed how incensed the urban population had become 
because of the fall in its standard of life. During the war, then, 
Japan had succeeded in making a substantial economic advance, 
and had converted herself from a debtor to a creditor country; but 
her cost and price structure had been distorted and the war had 
thrown into relief serious weaknesses in her financial organization. 

The post-war boom collapsed in Japan in March 1920. The whole- 
sale price index fell from 322 in that month to 190 in April 1921. The 
collapse was particularly pronounced in raw silk and rice prices, and 
the Government supported a silk valorization scheme and introduced 
the Rice Control Act in an effort to arrest the dccline.lBy 1922 Japan 
was climbing out of the depression, although certain of her indus- 
tries, particularly those which had expanded very quickly as a result 
of the war-time demands, failed to recover; notably, shipbuilding 
and coal-mining. In the sphere of foreign trade, the immediate post- 
war years saw the reappearance of an import surplus. In 1919 and 
1920, while exports were practically stationary, imports grew very 
fast, and in the next two years declined more slowly than exports. « 
For the period 1919-22 the aggregate excess of imports amounted to 
824 million yen, and the net favourable balance on invisible items, 
which had grown so large during the war, also greatly diminished. 

The reasons for the growth of this unfavourable balance deserve 
examination. In the first place, it is clear that post-war deflation in 
Japan was not carried as far as in the main financial centres abroad. 
After the steep fall in Japanese prices during the first year of the 
depression, there was a slight up-turn, in contrast to the movements 
in England and the United States where the decline went further, and 
by August 1923 Japanese prices appeared to be out of line with those 
abroad. The table on p. 101 demonstrates this. 

The causes of this failure to carry deflation as far as it had gone in 
other countries throw light on certain characteristics of Japan’s 
economy as a whole. The expansion of business during the war and 
the post-war boom had been made possible by the heavy extension 
of credit on the part of the ordinary banks of the country. The 

^ This is ihc Bank of Japan’s Wholesale Price Index, 1900 = 100 , converted 
from the original base. See Appendix B, Table XXX. 
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collapse of the boom in 1920 meant the ‘freezing’ of many of these 
advances, and further deflation would have increased the crop of 
industrial and banking failures to the point of economic disaster. 
The Government, reluctant to push things through to a crisis, 
preferred to temporize rather than to incur the social consequences 
of a violent, deliberate deflation. Moreover, it had to take account 
not merely of the general public reaction to such a policy, but also 
of the influence of powerful organized groups. The zaihatsu, in 
particular, who controlled some of the chief ordinary banks, were 
unlikely to look with favour on a policy which would be detrimental 
to their far greater industrial interests. In other words, the close 
links between industry and banking in Japan meant that economic 
policy was unlikely to be determined by technical financial considera- 
tions. 


INDEX NUMBERS OF WHOLESALE PRICES' 



Japan 

United Kingdom 

United States 


(Bank of 

(Sauerbeck- 

(Bureau of 

Date 

Japan) 

Statist) 

Labour) 

Marcli 1920 

322 

307 

227 

April 1921 

190 

199 

142 

December 1921 

209 

157 

133 

December 1922 

183 

152 

144 

August 1923 

J90 

J47 

140 


Even had the Government attempted to enforce a policy of defla- 
tion, it is doubtful if there existed on that occasion the means for 
carrying it out. It has already been shown that the Bank of Japan 
had little control over the banking system of the country, and that 
its bank rate was ineffective in its influence on the credit policy of 
the numerous ordinary banks. But, while it could not check their 
rashness during the boom, it was required to make large advances to 
them on several occasions after 1920 in order to avoid a panic. As, at 
the same time, the Government was giving financial support to 
schemes for checking the slump in rice and silk prices, and as this 
meant an increase in borrowing, the deflation was arrested at an 
early stage. Yet, although Japanese prices did not fall so far as British 
and American prices in the period from 1920 to 1923, the exchange 
value of the yen was maintained in the neighbourhood of dollar 
parity. This was achieved through the re-sale by the Government of 
the foreign balances accumulated during the war to the exchange 
banks which were thus enabled to meet their import bills. Thus, 
' The price indices have been converted to a common base year; 1913 = 100 . 
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from 1921 to the end of 1923 the yen was over-valued on the ex- 
changes, and it was because of this that the import surplus hejzamo 
so large. The policy came to an end with the earthquake of 1923, 
for that disaster necessitated the import of huge quantities of 
reconstruction materials, and it so seriously reduced the foreign 
balances that further support of the exchange became impracticable. 
The yen was allowed to fall, and until the end of 1925 it remained 
almost 20 per cent depreciated. The decline in the exchange was 
accompanied by a rise in exports, and in 1925 these attained a level 
which was not reached again for ten years. 

Meanwhile the earthquake led to a further period of inflationary 
iinancc. The Bank of Japan adopted an easy credit policy and, in 
order to relieve financial institutions whose loans had become frozen 
as a result of the earthquake, it was authorized to discount specified 
bills (Earthquake Bills) under a Government guarantee against loss 
up to 100 million yen. Further, the Industrial Bank of Japan and the 
Hypothec Bank made loans on easy terms to facilitate reconstruction. 
Government expenditure also increased as a result of the earthquake, 
and this was financed mainly by borrowing. There was, moreover, at 
this time a growth in local and colonial government indebtedness for 
reconstruction and development purposes, and public utility com- 
panies raised large amounts of new capital. Some of the borrow- 
ing was in foreign capital markets. The consequence was a ‘recon- 
struction boom’. The whole sale price index, which had stood at 190 
in August 1923, rose to 214 at the end of 1924, but afterwards fell 
back a little. 

The Government was disquieted. It was anxious to restore financial 
stability and, after the British return to the gold standard in 1925, 
it began to take measures which were believed to herald the removal 
of the embargo on gold exports. Economies were effected in expendi- 
ture, and new taxes imposed with a view to balancing the budget. 
Substantial shipments of gold from Japan were permitted in the 
autumn of 1925, and this led to bull speculation in the yen which 
carried it by the later months of 1926 to the neighbourhood of par. 
The rise in the exchange led to a fall in exports and disorganized 
particularly the raw-silk producers. Prices fell steadily.^ These 
conditions intensified the strain on the Japanese banks, burdened as 
they were with ‘frozen’ advances. In the spring of 1927 discussions 
in the Diet on the question of postponing the settlement of the Earth- 
quake Bills revealed the unsoundness of many financial institutions. 
A crisis developed during which the Bank of Taiwan, the 15th Bank 
(the Peers’ Bank, one of the largest ordinary banks in Japan) and 
thirty-four others closed their doors. A moratorium had to be 
proclaimed, and the Government authorized the central bank to give 

' Wholesale prices fell from 200 in October 1925 to 170 in December 1926. 
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accommodation to other banks, including the Bank of Taiwan,^ 
under an official guarantee of 700 million yen. These measures 
brought the crisis to an end; but the effect of it was to postpone the 
return to the gold standard and the deflation that was necessary 
before a return could be contemplated. 

Nevertheless the financial crisis of 1927 was of great importance 
for the future economic development of Japan. For reasons that have 
already been described, the liquidation of unsound undertakings 
which owed their rise to the war-time boom, and the adaptation of 
the economy as a whole to peace-time conditions of trade had not 
occurred on the same scale in Japan as in other industrial countries 
during the early post-war years. In the crisis of 1927 this readjustment 
was at last achieved. Unsound industrial and trading concerns were 
weeded out, or passed, after decapitalization, under new and more 
efficient control; many of the Suzuki interests, for instance, passed to 
Mitsui. The same is true of the banking system. The eighteen months 
after June 1927 were a period of consolidation during which the 
number of ordinary banks was reduced from 1,359 to 1,030. This 
period saw the beginning of efforts to improxe efficiency in the 
textile industries which were later to bear fruit. 

When the Minseito party returned to office in the summer of 1929 ' 
they began to prepare for a removal of the gold embargo.^ The 
Finance Minister, Mr J. Inouye, had long advocated a policy of 
balanced budgets and free gold movements. He recorded his views 
on Japanese financial policy in a book which has been translated into 
English'^ and reveals a mind firmly convinced of the correctness of 
what was then regarded as ‘orthodox’ financial policy. Like the old- 
fashioned Liberal finance ministers, he believed that it was of first- 
rate importance that a country should honour its financial obliga- 
tions, should preserve stability in its exchanges, and should adhere 
to an international gold standard for reasons of national prestige as 
well as of convenience. Mr Inouye had convinced his colleagues and 
the business world that exchange fluctuations were more detrimental 
to Japan’s future development than any temporary inconveniences 
that might attend a return to the gold standard. He aimed at balanc- 
ing the budget without resort to loans, and in 1929 the moment 

^ The Bank of Taiwan had lent heavily to Suzuki, a large Japanese concern 
engaged, inter alia, in the sugar industry. This bank had borrowed from other 
banks, and from the Bank of Japan, in order to maintain solvency, but when the 
Bank of Japan refused to continue advances without a Government guarantee, it 
failed. 

“ The two chief political parties at this time were the Minseito and the Seiyukai. 
The Minseito had developed from the older Kenseikai. See R. K. Reischauer, 
Japan: Government— Politics, especially Chap. VI, for an excellent short descrip- 
tion of the political system. 

® Problems of the Japanese Exchange, 1914-1926. 



104 


A SHORT HISTORY OF MODERN JAPAN 


seemed propitious. ‘American prosperity’ was causing an exception- 
ally rapid expansion in the demand for raw silk; India was buying 
increased quantities of Japanese cottons; and the general buoyancy 
of world trade was having its influence on other Japanese exporting 
industries and on the mercantile marine. (In 1929 the balance of 
payments on current account appears to have been favourable for 
the first time since 1919.) The announcement in June 1929 of the new 
Government’s policy led to a movement of short funds into Japan 
and a sharp rise in the exchange. The gold embargo was lifted in 
January 1930. 

No more unfortunate moment could have been chosen for the 
operation of this new policy j^lt is generally recognized that Japanese 
prices before 1929 were too high in relation to American prices to 
make it possible for her to maintain dollar parity without exporting 
gold or borrowing abroad. Thus, even had the world prosperity 
continued after 1929, it is likely that some fall of domestic prices 
would have been necessary in order to maintain the yen at par. This 
fall would have placed a strain on the economic system, since price- 
and cost-relations had for a long period been consolidated at a level 
well above that in the rest of the world. The onset of the depression, 
just when the yen had been restored to par, and the consequent 
heavy flill in world prices, greatly increased the diflicultics of adjust- 
ment. The movements of Japanese prices during this period arc 
given in the table on page 105, which also shows the movements in 
American prices. It will be seen that the decline in the former was no 
less than 35 per cent, compared with the American decline of 27 per 
cent. 

It was thought by some Japanese that this steep fall in their prices 
was an indication that their country’s price structure had been 
adjusted to the new conditions; but they overlooked the lamentable 
social consequences of the decline and had no vision of the political 
upheaval that was to be the heir of the depression. Moreover, the 
rise in the exchange during the latter half of 1929 had been associated 
with an inward movement of funds. Some of these were withdrawn 
when the gold embargo was lifted, and in the course of 1931 the 
Bank lost 260 million yen from its gold reserve, almost a quarter of 

it-) 

The chief source of the economic difficulties which now faced 
Japan was the fall in raw silk prices that accompanied the collapse 
of ‘American prosperity’. During 1930 raw silk prices declined by 
50 per cent, and silk exports in that year were only 53 per cent in 
value (though 82 per cent in weight) of those of 1929. Exports of 
cotton goods also fell off, and the export trade as a whole was some 
27 per cent less than in the previous year. The slump struck a serious 
blow at one of the largest and most vulnerable sections of the 
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Japanese economy, the peasant farmers. The fall in silk prices ruined 
many of these farmers, while the decline in the cotton trade reduced 
the opportunities for employment offered to their daughters by the 
textile mills. In 1931 the situation deteriorated. Silk prices and the 
value of silk exports declined further, and exports of manufactured 

INDEX NUMBERS OF WHOLESALE PRICES 
(1913 - 100) 



Japan 

United States 


(Bank of Japan) 

(Bureau of Labour) 

April 1929 

170 

139 

December 1929 

155 

135 

December 1930 

122 

112 

October 1931 

110 

101 


goods met with additional obstacles from the higher Indian tariff 
and from a Chinese boycott. For some years, moreover, the price 
of rice had been low because of a scries of good harvests, and in 1930 
the crops were exceptionally heavy both in Japan Proper and in 
Korea. The price of rice in Tokyo, which had averaged 29 yen a 
koku during 1929 fell to 17 yen in November 1930, and although 
in 1931 the harvest was small, prices showed little recovery. The 
peasantry faced ruin. 

The Government had to modify its ‘no loan" policy to meet the 
distress in agricultural areas. In the spring of 1930 it launched a silk 
valorization scheme; it incurred additional expenditure for relief 
works; and it disbursed large sums as loans to the distressed classes 
of producers. Yet it still persisted in its clforts to carry through 
deflation. It set up elaborate machinery for encouraging rationaliza- 
tion and technical improvements in industry; and it proposed to 
reduce a number of industrial subsidies. In the summer of 1931 Mr 
Inouyc pressed for a lowering of military and naval expenditure, as 
this alone could enable him to reduce substantially his budgetary 
deficit. The proposal met with bitter opposition from the military 
groups, and from that moment the Government was doomed. During 
the twenties the militarists had been losing their political influence, 
and power had been passing to the commercial classes and the Diet. 
The collapse of ‘American prosperity’ discredited these new leaders 
and, indeed, parliamentary government as a whole. The unrest of the 
peasantry was communicated to the Army, which was recruited 
largely from that source, and the military made plans to re-assert 
their authority. In the meantime the turn of events was leading 
speculators to buy dollars in anticipation of the fall in the yen, and 
gold shipments continued on a large scale. The final blow was given 
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when Great Britain left gold. Japan was now exposed to renewed 
British competition both in manufactured exports and in the carrying 
trade, while her banks sustained losses through the depreciation of 
their funds in London. When the Army launched itself, almost at the 
same time, on its Manchurian campaign, the end was very near. The 
flight from the yen proceeded still faster, and by the end of 1931 the 
gold reserves of the Bank of Japan were only 470 million yen com- 
pared with 1,072 million yen two years before. In December the 
Government fell and the embargo on gold exports was re-imposed. 
This was the end of the deflationary policy, and indeed of a decade 
of uncertain and, on the whole, mistaken, financial policy. Like 
many other countries, Japan had been torn between a desire to return 
to ‘ortiiodox’ fmance and a desire to avoid the measures that were 
its logical consequence. She was able for a time to avoid the results 
of her inconsistent policy because of the reserves which she had 
accumulated during the war. When she had reached the point of 
being willing to accept the logic of her choice it was too late. 

It is easy for the critic to argue, in the light of later events, that she 
should have invested her reserves accumulated during the war, and 
that she should have allowed the yen to fall to its ‘natural’ level in the 
early twenties. It is also easy for him to claim that it was foolish for 
her to return to gold when she did, and at the pre-war dollar parity. 
But that those who were responsible for the deflationary policies of 
1926 and 1929 were entirely mistaken in their eflbrts is not beyond 
question. For one result was certainly to stimulate improvements in 
manufacturing methods; und on this, in part, was based the striking 
industrial advance of Japan in the next decade. A final judgment, 
however, must take into account the political effects of economic 
policy, and this is no place to consider how far the transference of 
power to the barbarous elements in the Japanese governing classes 
was dependent on the consequences of the economic policy just 
examined, nor, indeed, how far those consequences could have been 
avoided in the existing economic situation in the outside world. 

The financial difllcullies of the twenties revealed deficiencies in the 
banking system and led to some important modifications. During 
this period large numbers of the smaller banks failed, especially after 
the financial crisis of 1927, or were absorbed by the larger banks. A 
revision of the banking law which took effect in 1928 was partly 
responsible for the amalgamations. The capital requirement of banks 
in Tokyo and Osaka was raised to 2 million yen and of other banks 
to 1 million yen — double the previous requirement — and the Govern- 
ment’s power of inspection was strengthened. The result was that the 
number of banks declined from 2,285 in 1918 to 913 in 1930, and 
outside the special banks, a high proportion of the total business 
came to be conducted by a very fbw great banks working with a 
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number of branches. Thus the ‘big five’ banks (Mitsui, Mitsubishi, 
Dai-ichi, Sumitomo and Yasuda) held by the end of 1928 26 per cent 
of all deposits, or 34 per cent of the deposits of the ordinary banks. 
If to the deposits of the ‘big five’ are added the deposits of the nine 
next largest ordinary banks, the proportion of all ordinary bank 
deposits held by this group of fourteen banks was 55 per cent. It 
should be observed that four out of the five greatest banks were 
controlled by the zaibatsu^ whose financial power was greatly in- 
creased by this process of consolidation. 

While these large banks were engaged to some extent in commer- 
cial banking, as it is understood in the West, the smaller banks — 
chiefly country banks — were concerned with mortgages and indus- 
trial and agricultural financing. This brought them within the sphere 
for which certain of the special banks, and in particular the Industrial 
Bank of Japan, had been designed. Frequent failures attended 
concentration upon this hazardous form of business for which they 
were generally ill-equipped. Even among the large banks, business 
was very dilferent in character from that of the great English joint 
stock banks. A cheque currency developed slowly in Japan, and the 
greater part of the advances of the banks took the form not of over- 
drafts but of loans, against promissory notes, on the security of 
stocks or the properties of the borrowing concerns. The shortage of 
first-rate marketable shares or bonds that might serve as security for 
loans persisted, largely because of the concentration of the chief 
business undertakings in the hands of the zaihalsii which had little 
to do with the security market. Further, elforts that were made to 
develop the bank acceptance and a discount market shortly after 
the First World War ended in failure. The banks could not dispose 
of their ‘call funds’ to the bill market, which, indeed, in the absence 
of bank acceptances and Treasury Bills, hardly existed. So most of 
these funds, as previously, flowed to the special banks, especially the 
Yokohama Specie Bank, while certain of the ‘big five’ began to take 
part directly in foreign exchange business. Thus the assets of the 
ordinary banks consisted mainly of promissory notes, backed by 
collateral not easily realizable, loans to special banks, advances on 
mortgages of land and buildings, and foreign bills which they had 
little chance of re-discounting.^ The liabilities side of their accounts 
were likewise in sharp contrast to that of ordinary commercial banks 
in Western countries. A high proportion of their deposits consisted 
of fixed deposits, to be .withdrawn at long notice. 

The special banks naturally declined in importance with the 
development of the private banks, but the absolute volume of their 
business nevertheless extended considerably. The Hypothec Bank, 

^ In the years 1928-30 over a quarter of the loans of the ordinary banks were 
made on the security of land and buildings. 
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which specialized on granting long-term loans largely to agriculturists 
and to small country manufacturers on the security of immoveable 
property, raised the amount of its loans of that character by two 
and a half times between 1921 and 1931. It played an important 
part in relieving the difficulties of the small country banks during 
the crisis of 1927. The process of banking consolidation affected this 
field of finance also; for after 1921 the Hypothec Bank began to 
absorb the prcfcctiiral Agricultural and Industrial Banks and to 
operate them as its branches. 

The Industrial Bank of Japan’s business underwent some impor- 
tant changes. It was first established to make long-terms loans to 
industry on the security of moveable property, and it also played 
an important part in introducing foreign capital into Japan.^ During 
and after the First World War it became an agent for Japanese 
investment in China and the South Seas, and it co-operated with the 
zaibatsu in investing in continental and other enterprises deemed to 
be of national importance. Some of this continental investment was 
unprofitable, and was inspired largely by political motives. Up to 
1927 it does not seem that the Industrial Bank did much to help 
smaller industrial enterprises in Japan; for the greater part of its 
loans and investments were in large concerns, many of them of a 
public and semi-pablic character. After the financial crisis of 1927, 
however, it adopted a policy of extending help to smaller borrowers 
and obtained additional funds for this purpose from the Treasury 
Deposits Bureau. 

In spite of the development of foreign exchange business by certain 
of the ordinary banks, the Yokohama Specie Bank continued to be 
responsible for the financing of the greater part of Japan’s foreign 
trade, although in the import trade the Japanese branches of foreign 
banks still remained important. The Specie Bank became, after the 
failure of the Taiwan Bank in 1927, about the only market for call 
loans available to the ordinary banks, and in acquiring the resources 
for its operations it relied heavily on advances from the Bank of 
Japan or on the rediscounting of its bills with that institution. As the 
ordinary banks did not rediscount with the central bank, except in 
times of financial emergency, the central bank’s holdings of foreign 
bills, which formed at this time a considerable proportion of its 
assets, came almost entirely from the Yokohama Specie Bank. Thus 
the Yokohama Specie Bank constituted almost the sole link connect- 

^ To a very large extent Japan financed her industrial expansion out of her 
own savings. But foreign loans were of critical importance in two periods — in 
the first decade of the present century when she needed capital for armaments and 
territorial expansion as well as for rapid industrial development, and in the 
twenties when capital was required for reconstruction after the Great Earthquake 
and for electric power development. On this question, see G. C. Allen and A. G. 
Donnithome, op. cit., pp. 232-7 and 264. 
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ing the Bank of Japan with the credit market. Most of the bills 
were single-name bills (or at most two name bills) secured by 
collateral. 

From what has been said above, it is clear that the relations of the 
Bank of Japan and the rest of the banking system altered but little 
during the twenties. The bank still remained merely an institution 
for conducting Government businessand for supporting theexchange 
bank; and only in times of crisis (as in 1927) did it make close 
contacts with the credit market as a whole. Its rate was ineffective, 
and its so-called open-market policy was directed towards creating 
favourable conditions for Government issues rather than towards 
controlling credit creation by the other banks. In fact, the policy of 
the ordinary banks remained little affected by the decisions of the 
central bank. If it failed to secure control of credit policy in Japan 
itself, it could also do little to affect movements of funds between 
Japan and other centres. In this respect, movements of the bank rate 
had little or no effect, and temporary difficulties could not be met by 
drawing on international short-term funds. Japan’s financial system 
was to this extent insulated from the rest of the world, a condition 
which had both advantages and disadvantages. 

The continued weakness of the Bank of Japan may seem rather 
surprising, since one cause of this, namely the existence of very large 
numbers of small independent banks, was being removed during the 
twenties by process of banking consolidation. This consolidation, 
however, had the effect of strengthening the great banks associated 
with the zaibatsu, which were themselves vast concentrations of 
economic power and had huge resources apart from those associated 
with their banking interests. These great banks became increasingly 
independent of the central bank, and were more than ever inclined 
to follow autonomous policies. While the Bank of Japan was an 
exceedingly imperfect instrument for exercising centralized control 
over the financial system, the Government could sometimes affect 
the policy of the other banks through its control over the vast 
volume of postal savings that were administered by the Treasury 
Deposits Bureau. Changes in the savings-deposit rate sometimes 
caused the other banks to modify their rates in a similar direction, 
since they were competitors for small and medium deposits. There 
were, however, narrow limits to the application of control in this 
way. Whether attempts were made, by the use of powers conferred 
by the bank-inspection legislation, to bring the banks into line with 
Governmental policy, it is difficult to say; the powers do not seem 
to have been widely used. 

The growth of the zaibatsu also affected the capital market, since a 
large proportion of the sounder concerns was owned by great houses 
which were not obliged to raise capital through public issues. The 
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number of persons prepared to invest directly in industrial securi- 
ties remained very small. The vast majority still preferred to entrust 
their savings to banks, savings banks, or the post office, and njuch of 
the capital for industry was provided by these institutions or by the 
official Industrial and Hypothec Banks which raised money on 
debenture issues for this purpose. After 1927 there was an important 
development. The crisis of that year caused widespread distrust of 
the ordinary banks which were caught with many ‘frozen’ advances 
to industrial concerns. Depositors looked for other outlets for their 
savings, and found them partly in trust companies which had hitherto 
been of small importance. The additional resources thus placed at 
their disposal enabled the trust companies to play a much bigger 
part tnan before in underwriting and taking up issues of capital. 
The most important of these trust companies were owned by the 
zaihalsu, which operated them in close association with their banks 
and insurance companies. Thus this development also increased the 
concentration of economic power in the great economic enterprises 
of Mitsui, Mitsubishi, Sumitomo and Yasuda. 

The general course of foreign trade in the period from 1914 to 1930 
has already been sketched, but it is convenient at this point to sum 
up the results of this period of development and to examine the 
changes in the composition of the trade that took place. 

The figures of foreign trade show an increase between 1913 and 
1929 of well over three times in value and twice in volume. The 

FOREIGN TRADE OF JAPAN PROPER 
(m million yeri) 


Trade with Foreign 

Trade with Foreign Countries Countries and the Japanese 

Colonies Together 

Year 



Imports 

Exports 

Imports 

Exports 


Value 

Volume 

Value 

Volume 

Value 

Value 

1900 

287 



204 



292 

213 

1913 

729 

100 

632 

100 

795 

715 

1919 

2,173 

.126 

2,099 

127 

2,516 

2,374 

1925 

2,573 

174 

2,306 

159 

3,109 

2,676 

1928 

2,196 

190 

1,972 

184 

2,749 

2,409 

1929 

2,216 

199 

2,149 

205 

2,765 

2,604 


increase in total overseas trade, including trade between Japan 
Proper and her colonies, was even greater. Before 1914 this colonial 
trade was of little significance, and even at the end of the First World 
War it represented only about 12 per cent of Japan’s overseas trade. 
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During the twenties there was a rapid expansion, and by 1929 
colonial trade represented nearly one-fifth of the total. This trade, 
it should be noted, was not handicapped by import duties or restric- 
tions; while colonial tarifl's on foreign goods were on the same scale 
as those of the mother country. Japan’s trade with her colonies was 
typical of the classical relations between a home country and her 
empire. Exports consisted of manufactured goods, including capital 
goods for building up their resources; while imports consisted almost 
entirely of foodstuffs and raw materials. Korea sent mainly rice 
(which formed an increasing part of the Japanese home supply), 
beans, marine products and fertilizers; Formosa sent mainly sugar 
and rice. 

If we turn to the composition of Japan’s trade with the outside 
world over this period, we find, as we should expect in a country in 
process of industrialization, that the proportion of finished manu- 
factures to her total exports rose substantially. In 1913 it was 29 
per cent; in 1929 it was 44 per cent. About the same percentage in 
1929 consisted of semi-linished goods, mainly raw silk. In 1913 there 
was already a predominance of textiles among the exports. Cotton 
yarn and cloth, raw silk and silk manufactures, together accounted 
for nearly 53 per cent of the total exports. Raw silk alone made up 
30 per cent. By 1929 the trade had become even more highly special- 
izxd. In that year this group of textiles accounted for 65 per cent of 
the total exports; raw silk alone made up 37 per cent. Cotton exports 
had changed their character. In 1913 the bulk of them had consisted 
of yarn. By 1929 yarn exports had declined absolutely; but a great 
trade in cotton piece-goods, amounting to over 19 per cent of Japan’s 
total export trade, had been built up. The export trade was specialized 
in markets as in commodities, and this specialization had also 
increased in the period now being considered. In 1913 China (includ- 
ing Manchuria, Hong Kong and Kwantung) and the United States, 
took 64 per cent of the total exports; in 1929 the proportion was 67 
per cent. The United States took no less than 43 per cent of the 
exports in 1929 and her importance had risen, while China’s had 
fallen. British India had come to the front as a market in this period 
and took 9 per cent of the exports in 1929, and South East Asia was 
also becoming a substantial market. The types of exports taken by 
the Asian markets on the one hand and the United States on the 
other differed greatly, for the United States took mainly a semi- 
manufactured commodity, raw silk, while Asia took manufactured 
goods, chiefly cotton goods. This was the pattern of the export trade 
which had been forming in the early years of the century and seemed 
to be firmly set by the late twenties. 
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INDUSTRY AND AGRICULTURE, 1914-32 


p'he unbalanced development that occurred between 1914 and 1919 
left Japanese industry with serious problems of adjustment, which 
the financial troubles of the early twenties did not help to overcome. 
Japanese industrialists were inclined in subsequent years to look back 
on the whole decade as one of stagnation. Yet, in fact, progress was 
substantial, even if it was irregular and not equally evident in all fields 
of activity. Furthermore, there were changes in technique and 
organization which held promise for the future. In some fields, the 
post-war decade was one of great development; in others, of prepara- 
tion for advances to comcjFrom this time onwards, statistical 
information is more abundant than in the pre-Taisho era. The 
censuses of 1920 and 1930 provide us, for the first time, with adequate 
data about the occupational distribution of the population, and 
attempts have also been made to measure the general economic 
progress that was achieved during the period. It is convenient to 
begin this chapter by a reference to the more important facts dis- 
closed by these inquiries. 

Between 1914 and 1930 the total population of Japan Proper grew 
from 51 millions to 64 millions, more than 25 per cent. The national 
income, if we ignore changes in the value of money, increased more 
than fourfold over this period. In real terms it was probably well 
over twice as great; an estimate shows the change to have been from 
5*67 thousand million yen in 1914 to 12*72 thousand million yen in 
1930 at 1928-32 prices.^ It is not easy to measure the way in which the 
_difl'erent classes in the community were affected by this growth. 
.Japan was applying herself throughout this period to building up her 
industrial equipment, and the proportion of the national income that 
was annually invested was therefore high; while governmental 
expenditure on the armed forces, though it did not increase in 
proportion to the rise in the national income as a whole, remained 
considerable.**^ Nevertheless, there js no doubt that the real income 
of the workers grew substantiallj^ Professor Uyeda has estimated 
that the real wages of the industrial workers throughout the country 

^ K. Ohkawa, op. cit.y p. 248. 

^ in most of the years 1914-30 the ratio of gross capital formation to national 
income was in the range of 16 per cent to 23 per cent. See K. Ohkawa, op. cit., 
p. 199. 
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as a whole were in 1929 50 or 60 per cent above the 1914 level. The 
real incomes of the peasants certainly rose to a much less extent; 
but even the peasants, especially those in the neighbourhood of the 
industrial centres, were better off than they had been in 1914, except 
in the bad years. 

In which parts of the economy did the expansion occur? Koide’s 
estimates of raw material production show a rise of about 46 per 
cent between 1914 and 1930, or about 19 per cent per capita; the 
greater part of this rise took place before 1924.^ The increase was 
particularly marked in fishery products, cocoons and agricultural 
raw materials as a whole; while in cereal production it was com- 
paratively small. Industrial production rose much faster. It was 
estimated that in the period from just before the First World War 
to the late twenties the physical volume of manufacturing produc- 
tion more than trebled.^ Available figures of particular manufactured 
commodities indicate a very rapid expansion — often, of course, from 
small beginnings — over this period 1914-29. Some of them are given 
below. 

Cotton Yarn Raw Silk Woollen and Worsted Tissues 
(million lb.) (thousand kwan) (million yards) 


1913 

607-2 

3,741 

81-2 


1920 

726-8 

5,834 

70-5 


1925 

974-7 

8,284 

161-3 


1929 

1,117-0 

11,292 

222-2 





Chemical Fertilizer 

Electric 


Finished 


{thousand ions) 

Power 


Coal Steel 

Cement 

- 

Capacity 

{million {thousand {thousand 

Superphos- Sulphate eff {thousand 


tons) tons) 

tons) 

phate of Lime Ammonia 

kilowatts) 

1913 

21-3 255 

645 

— — 

504 

1920 

29-2 533 

1,353 

509 80 

1,214 

1925 

31-5 1,043 

2,508 

674 131 

2,768 

1929 

34-3 2.034 

4,349 

947 234 

4,194 


It is clear from these figures that those manufacturing industries 
which before 1914 had begun to occupy a prominent place in Japan’s 
new industrial system, namely cotton and silk, were immensely 
enlarged. A number of other industries imported from the West also 
began to reach substantial proportions at this time. These included 
not only consumer-goods industries such as woollen and worsted, 
but also chemicals, engineering, iron and steel. The relative import- 
ance of these latter industries in Japan’s economy still remained 
small, but their absolute growth was a reflection of the rapid rate of 

^ See, Table VIII in Appendix B. 

* W. W. Lockwood, op, cit.^ pp. 115, 117. 
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capital construction. The steep increase in electricity-generating 
capacity, to which much new investment was applied during the 
twenties, provides a good index both of the increasing use of power- 
driven machinery and of the rate of growth of the economy in 
general, ^his rapid industrial advance must, of course, be viewed 
against Japan’s economic background as a whole. Secondary industry 
had increased in relative importance during this period, and in the 
late twenties its contribution to the national income had become as 
high or higher than that of primary industry. But manufacturing, 
including building, still engaged less than one-fifth of the occupied 
population, while agriculture occupied nearly half of it.| 
iWe must turn, therefore, to consider what happened during those 
years to the peasantry, before studying in detail the character of the 
more striking developments in manufacturing industry. The number 
of farming families was practically stationary over this period at 
about 5^ million.’, The change in the size-distribution of the farms, 
as the table below shows, was small, the trend being slightly against 
both the very smallest type of farm and the large farm. 

NUMBER OF FARMS 
(in thousands) 


Year 

Under 5 Ian 5 tan-1 cho 

Over 1 cho- 
2 cho 

Over 2 cho 

Total 

1913 

2,003 

L816 

1,079 

546 

5,444 

1930 

1,939 

1,916 

1,227 

517 

5,600 


I Further, the system of land tenure altered little, though there was 
a tendency for the number of tenant farmers to decline, while those 
who owned part of their land and rented the rest grew in numbers. 
Rice remained the chief food crop grown, and well over half the 
cultivated area was under that cereal. The annual production of rice 
in the later twenties was only slightly above the pre-war average, and 
by then Japan was relying to a steadily growing extent on imports of 
rice from Korea and Formosa to supply her rising population.jThere 
was also a much smaller and declining import of foreign rice, a 
product which is not congenial to the Japanese taste.pVfter rice, the 
next most important cereal crops were wheat and barley; but the 
output of these taken together was only one-sixth as valuable as the 
rice production. I Barley and certain other cereals, such as millet, 
actually declined during the twenties. On the other hand, both the 
area under wheat and its production, after falling until the middle 
twenties, rose in the later years of the decade. To a large extent 
barley and wheat were competitive for the same soil, though neither 
^ 1 cho=10 tan=2*45 acres. 
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was competitive in that sense with rice, since they were grown as 
winter crops on the rice land.|BarIey was largely consumed by the 
poorer people who could not afford Japanese-type rice;) it was 
competitive with foreign imported rice rather than with Japanese 
rice;(and the decline in its production during this period was indica- 
tive of improvement in the standard of life. Agriculture extended 
considerably its range of products between 1914 and 1930. More 
vegetables were grown and different varieties introduced, and there 
was an extension of fruit farming and of poultry farming. Compared 
with rice these new crops played a small part in Japanese agriculture, 
but their growing importance was symptomatic of the rise in the 
incomes of the people. The main technical change introduced into 
Japanese agriculture, so far as the main cereal crops were concerned, 
was the increased use of manures) Foreign trade had given the 
farmers access to additional supplies, soya beans from Manchuria, 
phosphates from the South Seas and ammonium sulphate from the 
West. After the First World War the expansion of Japan’s own 
chemical industry produced a local supply of nitrogenous fertilisers. 

(ft might have been expected that the improvement in the economic 
position of the peasantry would have been substantial during this 
period in which the urban population, with its still highly specialized 
diet, was increasing very fast. During the First World War, the price 
of rice rose to high levels; but with the end of the boom the price 
collapscd,)dropping from 55 yen a koku in January 1920 to 25-5 yen 
a koku in March 1921. The Government then introduced the Rice 
Act, which gave power to the Minister of Agriculture to ‘adjust 
supply and demand’ by storing rice when prices fell very low and 
selling it when prices rose high. He was provided with a fund of 
200 million yen for this purpose. The recurrence of several poor 
harvests and the absence of any exceptionally good ones caused prices 
to run at fairly high levels until 1927. In that year and subsequently 
four large crops occurred in succession; the 1930 crop was exception- 
ally heavy. In spite of Government purchasing under the valorization 
scheme, prices which had been falling steadily since 1927 collapsed. 
In August 1930 they stood at 31 yen a koku; in the next four months 
at 18 yen a koku. J'he peasants thus sustained a serious blow to their 
interests just when the world depression was about to destroy their 
other main source of income, raw silk. Even before this disaster, 
discontent among the peasantry was growing. The tenants, in parti- 
cular, were protesting vigorously against their heavy burden of rent, 
and unions for the protection of their interests increased in member- 
ship and activity. Now the flames spread^ 

A new factor intruded into the rice-growing industry during the 
first post-war decade. This was the extension of Japanese-style rice 
production in Korea and Formosa and the import of large quantities 
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of that rice into Japan Proper. When Korea was annexed in 1910 
her exports of rice were negligible, but, with encouragement from the 
Japanese Government, which had its eye on the future of the food 
supply, improvements were effected in methods of cultivation, 
especially by advances in irrigation, and there was an increased use 
of fertilizers. The cost of production fell; the area under cultivation 
increased, and, between 1910 and 1929, output grew by 30 per cent. 
Exports to Japan became important during the First World War 
and advanced steadily throughout the twenties. Similar developments 
took place, though on a smaller scale, in Formosa, and in 1927-29 
these two colonies exported to Japan a quantity equivalent to between 
12 and 14 per cent of her domestic production. The colonial import 
enabled Japan to meet the demands of the increasing population, and 
consumption per head was maintained throughout the twenties. 
There was a strategic as well as an economic advantage for Japan 
in fostering food production within her own Empire. But the effect 
on the Japanese farmers themselves was less agreeable. They gained 
little advantage from the rising demand for rice, and certain groups^ 
agitated in favour of restricting imports from the colonics so as to 
preserve the farming community, which was regarded as ‘the back- 
bone of the nation, the source of its military strength and the 
guardians of traditional virtues against alien influences’.^ For the 
Government to have listened to such demands would, however, have 
produced trouble among the urban population, besides endangering 
both industrial progress and strategic advantages. 

For the second most important agricultural product of Japan, raw 
silk, the period between 1914 and 1929 saw a most remarkable 
development — indeed a threefold increase — in production^ The 
growth had important repercussions on the farming industry, for it 
led to a corresponding rise in the demand for cocoons as well as for 
mulberry leaves. The number of farms raising cocoons grew steadily, 
and by 1929 two-fifths of all farming families were engaged in this 
occupation as a secondary employment. At the same time, since the 
reeling mills have to be located in the neighbourhood of raw material 
supplies, an additional demand was created for female workers. 
These came mainly from the peasants’ families. The sale of cocoons, 
and the wages earned by his daughters in the reeling mills, contri- 
buted a very important part of the farmer’s cash income, since much 
of his rice production was kept for his own use or, in the case of 
tenants, was passed to the landlords as rent. Cocoon-raising was 
particularly well adapted to Japanese agriculture, for it requires much 
skilled labour and little capital or material resources. At a time when 

^ Notably the Imperial Agricultural Society {Teikohu Nokwai). 

* E. F. Penrose in The Industrialization of Japan and Manchukuo (ed. Schum- 
peter), P.4I45. 
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f very little additional land was available for cereal cultivation, this 
outlet was most valuable to the peasants. Such improvements in their 
standard of living as occurred in this period — and they can hardly be 
considered substantial — are attributable largely to fresh opportunities 
to engage in industrial occupations and, in particular, to participate 
in the rapidly growing silk trade. Any disturbance to the growth of 
that trade was bound to have disastrous consequences for them. 

During the war prices rose very steeply, and in 1920 the average 
export price per 100 kin was 1,191 yen. Although there was a sharp 
fall when the post-war slump came, recovery was rapid, and in 1923 
it stood at 2,150 yen. After 1925, with the rise in the exchange value 
of the yen, prices fell, and in April 1929 the export price was 1,420 
yen. This still compared favourably with an average of 800 to 900 yen 
in the years before the war. Then came the collapse of the American 
market, and by October 1930 the price was down to 540 yen. It fell 
to still lower levels in the next two years, and in June 1932 stood at 
390 yen. The result was that the farmers found their cash incomes 
greatly diminished, just at a time when there had been a collapse of 
rice prices. Their distress had unfortunate political consequences. 
They attributed responsibility for it to the politicians andthc zaibatsu, 
and their discontent, in which their landlords shared, was com- 
municated to the Army, largely recruited from the agricultural 
community, and undoubtedly contributed to the overthrow of the 
‘liberal’ Government and the transference of power to those who 
favoured military aggression. 

One of the most considerable advances in food production was 
made by the fishing industry, which has long supplied Japan wiih her 
main animal foodstulTs. Koide’s index of aquatic production (1921- 
1925—100) rose from 43 in 1914 to 127 in 1929. All branches of the 
industry expanded; but the most striking development occurred 
through the introduction of floating canneries which operated in the 
distant waters of the northern Pacific and the Behring Sea. The 
canneries were controlled by a few very great concerns, and presented 
a contrast in organization to the coastal fisheries which were in large 
part conducted by peasants as a subsidiary occupation. Even in that 
branch of the industry, however, there were technical changes that 
brought economies, for example, the introduction of oil marine 
engines. 

From agriculture and fishing we may now turn to manufacturing 
industry, and, in particular, to the technical advances in that field. 
Here the most obvious development between 1914 and 1929 was the 
extension of the silk and cotton industries; but there was also a 
considerable enlargement in the scope of Japan’s industrial activities, 
the significance of which did not become clear until the next decade. 
The great expansion of raw silk production has already been referred 
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to. It was associated on the demand side with the growth of the 
American demand for silk for the manufacture of fully fashioned 
hosiery. On the supply side, the industry in this period reaped the 
fruits of improved methods of production and of scientific research 
which had been introduced in an earlier time under the fostering care 
of the Government. These improvements covered the cultivation of 
mulberry trees, the production of superior breeds of silkworms, new 
processes of egg-production and treatment, the introduction of 
multiple-thread reeling machines, and other detailed improvements 
in filature processes and organization. The general adoption of the 
practice of producing a summer-autumn cocoon crop, in addition 
to tho traditional spring crop, meant that mills could work more 
regularly, while success in producing cocoons of standardized quality 
made possible the more rapid output of silk in the reeling mills as 
well as a rise in the quality of the reeled products. The output per 
reeling basin in the filatures increased by two and a half times in this 
period as a result of these improvements. The transformation of the 
reeling industry into a factory trade, which had gone a long way in 
the twenty years before the war, was carried further. By 1929-32, 
hand-reels were responsible for only about 4 per cent of the total 
production. In the filatures themselves a fourfold rise in output had 
been accompanied by an increase in their size, and a reduction in 
their numbers. The number of reeling basins per filature rose from 
thirty-six to ninety between 1911 and 1928.^ 

There was an expansion also in the silk-weaving industry. The 
narrow silk fabrics for Japanese dress continued to be woven on 
hand-looms installed, for the most part, in very small establishments, 
although during the twenties for some lines of product hand-looms 
were replaced by narrow power-looms. Meanwhile, the section of 
the trade that catered for export and used broad looms not only 
expanded but also became more highly diversified. The earlier 
specialization on habutac disappeared, and new varieties of cloth, 
such as Fuji silk (made of spun silk) and crepe grew in importance. 
This section of the trade worked on a larger scale than that catering 
for the home market, and mills with over fifty looms appeared. 

In the cotton industry the pre-war growth continued. The number 
of spindles rose from 2,415,000 in 1914 to 3,814,000 in 1920, and 
after a setback through the destruction of some 900,000 spindles in 
the Kwanto earthquake of 1923, to 6,650,000 spindles in 1929. The 
increase in the number of mills and firms was not in proportion to this 

^ This applies to filatures with ten basins and over. The number of filatures with 
less than ten basins fell from 2,172 in 1913 to 294 in 1928, while the number with 
ten basins and over rose from 2,529 to 3,215. In addition, there were still in 1928 
62,000 hand-reeling mills with 85,000 basins. This compares with 142,000 mills 
with 175,000 basins in 1924 and 285,000 mills with about 350,000 basins in 1913. 
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rise in capacity. In other words, the typical mill and firm became 
much larger.^ Moreover, there was a pronounced tendency towards 
consolidation, and by 1929 56 per cent of the spindles were in the 
hands of seven large concerns. The spinners, as we have seen, had 
originally supplied yarn for export to the domestic hand-loom 
weavers, and to small specialist weaving sheds. Later some of them 
established weaving sheds of their own to weave the yarn spun in 
their mills. Between 1913 and 1929 this tendency was carried much 
further, and the combined spinning-weaving mill became character- 
istic of a large section of the Japanese cotton industry. The looms 
owned by the spinners rose from 24,000 in 1913 to 74,000 in 1929, 
and their cloth output increased nearly fourfold, compared with a 
yarn increase of under twofold. This development was associated 
with the falling oiT of yarn exports to Asia and with the rise of the 
export trade in piece-goods. The industry had now moved to a new 
plane of production. In 1914 four-fifths of the yarn produced con- 
sisted of low counts (20’s and under). During the next decade and a 
half, while the production of the coarsest types (under 20’s) actually 
declined, the production of medium yarns greatly expanded, with the 
result that in 1929 yarn classed as 20’s and under accounted for only 
three-fifths of the total. 

Meanwhile there had been changes in other sections of the 
Japanese cotton industry. The domestic weaving section, which used 
hand-looms for the production of narrow fabric for Japanese con- 
sumption, declined rapidly throughout this period; while the section 
composed of specialist weaving sheds was transformed. At the 
beginning of the period the smaller specialist weavers used either 
narrow power-looms or hand-looms. By the middle twenties narrow 
power-looms had largely replaced hand-looms in the manufacture of 
narrow cloth. The most significant development was the appearance 
of larger specialist sheds (with fifty looms or over) equipped with 
wide power-looms for the manufacture of cloth for foreign markets. 
This section grew substantially throughout the twenties. Whereas 
the combined spinning- weaving mill concentrated largely on stan- 
dardized fabrics, especially shirtings and sheetings, the specialist 
sheds used their wide looms for fancy goods. This dichotomy became 
more pronounced in the subsequent decade. Even in 1928-29, how- 
ever, the specialist weaving sheds were responsible for just under 
two-fifths of the piece-goods exports in quantity and well over two- 
fifths in value. 

Broadly speaking, then, the structure of the industry by 1929 was 

^ In 1913 there were forty-four companies with 152 mills; in 1929 there were 
fifty-nine companies with 247 mills. The average number of spindles per mill rose 
from 16,000 in 1913 to 27,000 in 1929, and the average number per company 
from 55, 000 to 113,00a 
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composed of (1) spinning mills, producing yarn for specialist weavers 
and to a diminishing extent for export; (2) large spinning-weaving 
mills which consumed a high proportion of their yarn output in the 
manufacture of standardized piece-goods, mainly for export; (3) 
medium-sized specialist weaving sheds producing fabrics for export 
on wide power-looms; (4) small weaving sheds with under fifty looms, 
equipped mainly with narrow power-looms and catering for the home 
market; and (5) the dwindling domestic industry, equipped with 
hand-looms. 

Between 1913 and 1926 the technical efficiency of the Japanese 
cotton industry on its spinning side, as measured by the weight of 
output per operative, failed to show any notable improvement. In 
the weaving sheds progress was more substantial because of the 
changes already described. After 1926, however, the most remarkable 
growth in efficiency occurred in both spinning and weaving. Although 
the improvement had gone some distance even by 1929, the full story 
of this rise in technical efficiency belongs to the subsequent period, 
and will be discussed later. 

The woollen and worsted industry was of small account in 1914 
except for the muslin branch which produced cloth-for kimono. Even 
that branch then depended on imports of yarns and tops, which were 
increasing steadily. The war gave a sharp stimulus to the industry as 
a whole. The demand for woollen cloth for military uniforms in- 
creased, and so the heavy woollen section expanded. At the same 
time, imports both of cloth and of yarns and tops were restricted. 
Hence the combing and worsted spinning branches, which had only 
just been created before the war, were given an opportunity to 
develop. When foreign sources of supply were restored after the war, 
the growth was interrupted. But after 1925 it was resumed on a 
greater scale than before. The rising demand of the Japanese for 
Western dress stimulated the manufacture of serges and woollen 
cloth, while the manufacture of muslin for kimono continued to 
grow until 1927. The rise in the output of the main types of cloth is 
shown in the following table^ 


Serge for Serge for Total Value 


Year 

Muslin 

Woollen 

Cloth 

Japanese 

Dress 

Foreign 

Dress 

(including 

others) 

1912-14 

58-3 

1-6 

8-1 



30-7 

(annual average) 
1925 

127-6 

5-4 

24-2 

4-1 

182-5 

1929 

165-6 

9-0 

28-1 

19-6 

210-5 


^ The figures show production in million yards, except in the last column, where 
they arc in million yen. 
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Worsted spinning and top-making first became substantial indus- 
tries in this period. The output of yarn rose from 21-2 million lb. in 
1921 to 64*3 million lb. in 1929. Yet, in spite of this home production, 
imports of yarns continued to grow up to 1928, and at the end of 
the decade they were far greater than in pre-war years.^ On the other 
hand, the import of tops fell ver> rapidly after 1925, and by 1929 
they had become insignificant.^ Imports of woollen and worsted 
tissues, which were very heavy in the early post-war years, also began 
to decline steeply after 1925, though in 1929 they were still greater 
than they had been before the war. The Japanese wool-using industry 
thus obtained the lion’s share of the great increase in home demand 
for woollen and worsted goods that occurred during the twenties. 
The benefit that foreign manufacturers, of both tissues and semi- 
products, had received from this increased demand had been con- 
siderable in the early post-war years, but by 1929 the foreigners had 
lost the market for tops and their market for tissues and yarns was 
already endangered. 

The branches of the industry which were concerned with tops, 
yarns, muslins and certain kinds of woollens were in the hands of 
large firms, many of which were vertically integrated. In these 
branches progress throughout the twenties was by an enlargement of 
the scale of operations rather than by the increase in the number of 
producers. But in the production of serges, both for foreign and 
Japanese dress, and of other kinds of worsted materials, the small 
and medium mills became the typical units. It was in these branches 
that development was most rapid during the twenties, as we have 
seen. So, whereas in most of the textile industries, the importance of 
the small technical unit was declining, in some sections of the wool- 
using industry it was increasing. This tendency became pronounced, 
it should be noted, in a period during which the hand-loom was 
almost completely superseded by the power-loom, driven by electri- 
city. The typical weaving shed was able greatly to enlarge its produc- 
tion by this change in equipment without engaging additional 
workers. 

In short, it could be said that between 1913 and 1929 the leading 
textile industries had greatly expanded and, having thrown off the 
last vestiges of primitive production methods, improved their 
efficiency. In spite of the rise of other trades, textiles as a whole had 
maintained their importance in the Japanese industrial system. In 
1930 as in 1920 they accounted Yor about 25 per cent of the indus- 

^ The number of spindles rose from 316,000 in 1922 to 520,000 in 1929. In the 
latter year 446,000 of these were in the worsted spinning branch and the rest in 
the woollen-spinning branch. 

* The number of combing machines rose from 244 to 605 between 1922 and 
1929. 
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trially occupied workers of Japan. Of the total number of factory 
workers in 1930, excluding those in factories with fewer than five 
workers, half were employed in textiles. About 45 per cent of these 
textile workers were engaged in silk reeling or silk spinning, 7 per 
cent were in silk weaving, and 31 per cent in cotton spinning and 
weaving. Japanese factory industry was, therefore, very highly 
specialized, and the degree of specialization had not decreased 
significantly at a time when the economy as a whole was growing 
quickly. 

The metallurgical industries expanded after 1914, but by 1929 they 
were still of secondary importance in Japan’s economy. Although the 
finished steel output rose from 255,000 tons in 1913 to 547,000 tons 
in 1919, and to over 2 million tons in 1929, Japan continued to rely 
on imports for a large part of her needs. Her dependence on foreign 
sources of supply was, however, decreasing. Before the First World 
War domestic production provided only 30 per cent of her needs; in 
the early twenties about 45 per cent, and in the later years of the 
decade about 70 per cent. In the pig iron used in the steel furnaces 
Japan was still far from self-sufficient. The production of pig iron 
doubled during the twenties, and was more than four times as great 
in 1929 as in 1913; but imports also greatly increased, and even in 
1929 she was supplying only three-fifths of her needs — about the 
same proportion as at the beginning of the decade. Meanwhile a 
considerable import of scrap had become necessary; it reached about 

500.000 tons in 1929. Imports of pig and scrap together in that 
year amounted to 1,300,000 tons out of a domestic consumption of 

2.300.000 tons. About 90 per cent of the ore needed for the blast 
furnaces was imported, mainly from China and Malaya. Before the 
First World War most of the pig iron and ingot steel was produced 
in the Government’s works at Yawata. During the war a number of 
private works were established or extended; but even in 1929 the 
Yawata works were responsible for the larger part of the output of 
pig iron and ingot steel, and for a high proportion of the finished 
steel. The remainder was in the hands of a few great concerns 
associated with the zaibatsu. 

In the coal-mining industry there was a rapid increase in output 
during the war, but. later development was comparatively slow. 
Production rose from 21 million tons in 1913 to 31 million in 1919. 
Then a setback occurred, and even in 1929 output reached only 34 
million tons. Japan was then on balance a net importer of coal, 
especially of coking coal required in the ironworks. The copper 
industry, which throughout the Meiji era had been an important 
exporter, made even less progress. Production was stationary over 
this period, and Japan in the twenties found that it paid her to import 
large quantities of copper from cheaper sources of supply. 
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In shipbuilding, Japan’s post-war experiences resembled those of 
many other nations. During the First World War her industry became 
substantial, and in 1919 the gross mercantile tonnage launched from 
her yards was 650,000 as against a mere 85,000 tons in 1914. But 
Japanese costs, compared with those of other nations, were high. 
With the onset of the depression and with the return of foreign 
competition, the industry entered upon a long period of decline, 
during which the number of workers engaged in yards capable of 
building ships of 1,000 tons and over fell by nearly two-thirds. Even 
in 1929, which was a relatively good year, the mercantile tonnage 
launched was only 165,000 tons. Naval building was affected adver- 
sely by the Washington Treaties. Thus the heavy industries on the 
whole lagged behind the development of the Japanese economy; and 
even the iron and steel trade which made considerable progress had 
not by 1929 achieved the importance among manufacturing indus- 
tries that it held in other industrial countries. Not unnaturally this 
led certain foreign observers to conclude that Japan’s industrial 
future lay almost exclusively in the lighter industries, especially the 
textile industries, and that her deficiencies in the field of heavy 
industry meant that there was little likelihood of her attaining ‘a 
position of major importance as a manufacturing nation’.^ 

Nevertheless, some branches of engineering were very progressive. 
The absence of competition during the war, the world demand for 
munitions at that time and the growth in Japan’s own needs for 
industrial equipment provided the initial stimulus. The slump after 
the war ruined many of the new producers, but certain engineering 
trades, especially those concerned with prime movers, electrical 
machinery and apparatus, textile machinery and scientific instru- 
ments, continued to advance, and after the middle twenties Japan’s 
imports of those goods declined. In the manufacture of pedal 
cycles, which had become a major form of locaJ transport, she built 
up a substantial industry. By 1929 she was able to dispense even with 
imports of parts and to supply her entire ne^ds for bicycles.’ Never- 
theless, for machinery as a whole she was still a large importer, and 
her dependence upon foreign sources of supply for machine tools 
increased as her industrialization advanced. The same was true of 
motor cars, and especially of car parts and components, the imports 
of which grew very fast after the establishment of assembly plants in 
Japan by General Motors and Ford. Japan’s larger engineering 
products were made in a comparatively few great works controlled 
by the zaibatsu; but in the lighter end of the trade (e.g. cycles and 
electric bulbs) numerous small establishments flourished, and many 
small workshops engaged in the manufacture of parts appeared in 
the neighbourhood of the large factories which they served. 

^ Cf. J. E. Orchard, Japan*s Economic Position^ pp. 482-3. 
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The only other industry which need be included in this brief survey 
is pottery, an ancient industry which even before the w^r had 
developed new branches engaged in a substantial export trade. This 
period saw the appearance in the industry of a structure characteristic 
of many Japanese consumption goods trades. The branch concerned 
with the manufacture of traditional tableware for Japanese use 
continued to be conducted on a very small scale, and remained 
associated with particular localities — fine artistic wares with Kyoto, 
and other high-grade specialities with Arita. Another important 
traditional centre, Seto, produced goods both for the home market 
and for export; while in Nagoya there were a few large factories 
turning out fine china for export and also many smaller ones which 
produced the lower qualities of earthenware and china. In Seto and 
Nagoya the small-scale section of the industry had developed an 
intricate organization; for the process of production was split up 
among numerous small body-makers and decorators, each with 
narrowly specialized functions. In addition to the tableware section, 
there grew up during the twenties a few large concerns producing 
heavy porcelain and electrical insulators. It was estimated that in 
1931 over half the 40,000 workers in the pottery industry were in 
work-places employing under five workers, while at the other end 
of the scale there were 6,000 workers engaged in twenty factories. 

Attention has necessarily been concentrated in this chapter on the 
manufacture of goods that enter largely into international trade. But 
it must not be forgotten that a large part of the goods and services 
produced in Japan remained peculiar to that country. Along with the 
development of new industries of Western style, there continued to 
flourish numerous small-scale trades which provided for the special 
wants of the Japanese purchasers. Some indication of the importance 
of these has been given in the description of the textile and pottery 
industries. But there were many others which, unlike the textiles, 
had been almost completely unaffected by contact with the West — 
the gelfl-making trade, the house-building trade, the Japancse-style 
dress trade, the foodstuffs industry and many others. The develop- 
ment of great new industries, and the appearance of large factories 
in the cotton-spinning, engineering, iron and steel and pottery 
industries, had not meant the general disappearance of older trades 
or of older methods of production in them. Thus, by the twenties, 
every observer of Japan’s industrial system was impressed by the 
contrast between large-scale enterprise in one part of the economy 
and small-scale enterprise, often of an unfamiliar kind, in the rest, 
just as the social observer was surprised by the dichotomy, even 
among city dwellers, between the workaday life in factories and 
offices and the traditional domestic life of the people. 

Many of the small-scale manufacturing industries, notably the 
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food-producing industries, were still scarcely differentiated from 
retail distribution, just as there was no clear-cut occupational 
division between agriculture and certain branches of manufacturing 
industry. Hence the difficulty of interpreting Japanese occupational 
statistics. It is clear, however, that economic growth was accom- 
panied by a vast extension in numbers employed in the tertiary trades 
as a whole. While employment in manufacturing (including building) 
rose from 4-7 million in 1914 to 5*9 million in 1930, the numbers 
employed in transport and communications, commerce, adminis- 
trative, professional and personal services rose from 5*5 million to 
8-5 million in the same period. In some degree this great increase 
was a necessary accompaniment of economic progress for, as is well 
known, as countries advance in wealth, an increased proportion of 
their man-power is absorbed in the tertiary trades. But in Japan’s 
case it would be incorrect to regard the scale of the growth as a 
measure of economic prosperity. One must also observe that some 
part of that growth was to be explained by the fact that opportunities 
for employment in the new caphal-intensivc industries were insuffi- 
cient to provide occupation for the largcannual additions to the labour 
force. Much of the increase in this period, therefore, found its way 
into the small-scale industries or the service trades where produc- 
tivity was low. Striking contrasts between the incomes of those 
employed in the modern sector of the economy and the small-scale 
sector appeared. In subsequent years these contrasts, and the 
conflicts they provoked, were to occupy a leading place among 
Japan’s economic and social problems. 

The existence of this great mass of poorly paid workers, recruited 
as they were by the annual flow of surplus labour from the country- 
side, inevitably retarded the development of organization among the 
workers in large-scale industry. At the same time, the composition 
of the labour force in the most important of those industries — the 
fact that in the large textile mills the majority of the workers were 
girls with a very short factory life — and the paternalistic system of 
industrial relations, were very unsympathetic to the appearance of 
powerful trade unions. After the First World War the comparatively 
liberal attitude of the Government and the influence of foreign 
example gave some encouragement to labour organization. It was 
then that a central body the Japan Federation of Labour (Sodomei) 
was founded. But leadership at the centre was in the hands of intel- 
lectuals concerned with rival political ideologies rather than with the 
immediate interests of their members. Except among seamen and 
transport workers, very few even mildly effective unions were 
formed. The number of trade unionists grew from 100,000 in 1923 
to 370,000 in 1931, but this represented a very small proportion of 
Japan’s labour force and only in a few trades had the right of collec- 
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tive bargaining been conceded. In these circumstances the determina- 
tion of wages was left mainly to individual contract between em- 
ployer and worker and the typical worker’s earnings were made up 
of a complex of payments including bi-annual bonuses and payments 
in kind. All these constituents of wages varied from firm to firm, for 
standard rates were unknown. 

Government intervention in labour relations and in the regulation 
of working conditions was narrowly limited in scope. A Factory Act 
passed in 191 1 had among its chief provisions the abolition of night 
work by all females and young persons in work-places with fifteen 
workers and over, but it did not come into force until 1929. Other 
legislation dealt with the hours of underground mine-workers, 
factory safety, and safeguards for seamen. But the vast mass of 
Japanese workers at this time and for long afterwards were unaffected 
by official regulations and had to depend on such protection as was 
afforded by traditional conventions governing the relations of master 
and servant. 



CHAPTER VIII 


ECONOMIC POLICY AND THE 
ZAIBATSU, 1914-32 


The Japanese Government played an important part during the 
Meiji era in laying the foundations for rapid industrialization and 
also in initiating and supporting industries or services which were 
necessary to realize its political and economic objectives. Yet the sale 
of most of the State properties to private enterprise after 1880 
reduced considerably the size of the public sector, and subsequently 
the Government’s direct participation in manufacturing industry 
by outright ownership was limited to a very few enterprises. By 1912 
only 12 per cent of ‘factory’ op<^rativcs were employed in Govern- 
ment establishments. Certain official monopolies, founded for fiscal 
reasons in the salt, tobacco and camphor industries, were continued; 
a great part of the railway system remained under Government 
control; and there were Government dockyards and munitions 
plants. Yet, in the twenties, the only major manufacturing industry 
in which the State had the predominant part was the iron and steel 
industry in its primary branches. Even though the relative importance 
of the Government’s Yawata Works was diminishing, as late as 1931 
it was still responsible for over three-quarters of the pig iron and half 
the ingot steel produced in Japan. In the canning trade the Govern- 
ment continued to own and operate a number of steamships; for 
instance, it controlled a company founded in 1919 to take over 
tramps from shipowners who at the end of the war-time boom found 
themselves with a large surplus tonnage. Thus the undertakings 
actually owned and operated by the State were confined to those 
which in all countries are considered to occupy a special position 
(such as the railways), or were necessary for national security and 
unlikely in Japan to reach a substantial size under private control 
(such as the iron and steel industry), or were valuable for fiscal 
reasons (as salt and tobacco). 

Apart from these State undertakings there were a number of other 
concerns to which the State supplied part of the capital either directly 
or through the medium of the special banks, particularly the Indus- 
trial Bank of Japan. Most of these concerns were in industries of 
strategic importance. They included enterprises on the Continent of 
Asia or in the Japanese colonies, and they became increasingly 
important in the second and third decades of the century. The chief 
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of them was the South Manchuria Railway Company which con- 
trolled, apart from the railway itself, the most important large-scale 
enterprises in the railway zone. 

The direction of industrial development was also influenced by 
other forms of Slate intervention. An account has already been given 
of the inception of the policy of subsidizing shipping, shipbuilding 
and private railways in the homeland, and sugar production in 
Formosa. This policy was continued in the post-war period, and the 
scope of Government subsidies was extended after the war to include 
certain kinds of chemical production, such as soda ash and dyestuffs, 
and also the exploitation of the petroleum resources of Karafuto 
(South Saghalien). Government help to the iron and steel industry 
was extended by a law of 1926, which granted producers exemption 
from income tax and excess profit tax and at the same time increased 
the rate of subsidy paid for the production of certain classes of iron 
and steel. The largest sums disbursed as subsidies in the post-war 
period were for the benefit of agriculture. The financial help given 
by the Government for the purposes of maintaining the prices of rice 
and silk in years of depression have already been referred to. The 
greater part of the money went, however, towards improvements in 
farm lands and iu the rural drainage and water systems, in assisting 
tenants to acquire holdings, or in relieving them in times of great 
difficulty. Measures for farm relief became particularly prominent in 
the years of the world depression (1930-32), and large sums were then 
provided for emergenc} relief works. The remaining subsidies were 
small in amount, and consisted of grants for the encouragement of 
co-operative societies and of guilds of small producers and traders 
and for the development of certain export activities. Grants were 
given in connection with the Export Compensation Scheme, similar 
to the British Export Credits Guarantee Scheme. 

Thus, except in a few fields of activity, subsidies played only a 
small part in the period from 1914 to 1931 in affecting the direction 
of Japanese economic development. In 1931 the total disbursement 
was only 61 million yen, of which more than two-fifths went to 
agriculture. This sum represented only about 3 per cent of the total 
budgeted expenditure of the Government under its General Account 
and Special Railway Account. 

Tariffs, likewise, were not of outstanding importance in deter- 
mining the growth of industry. It was not until the first decade of the 
present century that Japan found herself able to work out a tariff 
free from the restrictions imposed by earlier treaties. The principle 
adopted in framing the new tariff, which came into force in 1911, 
was that industrial raw materials which could not be produced 
easily in Japan should be admitted free or at a low rate, that low 
duties should be imposed on semi-manufactured goods, and that 
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moderate duties should be imposed on finished manufactured goods. 
Luxury products were covered by high duties in the interest of the 
balance of payments. This general principle was modified in its 
application through agreements with certain foreign Powers, and 
one result was that, in practice, iron, steel, machinery and certain 
kinds of textiles were admitted at relatively low rates of duty. In 1914 
the ratio of customs revenue to the value of dutiable imports was 
just under 20 per cent. This average ratio, of course, disguises the 
fact that clothing and certain finished consumer goods were subjected 
to high duties (40 to 50 per cent ad valorem), and that certain food- 
stuffs, notably sugar, were highly protected. 

During the war many duties were lowered because of the scarcity 
of goods in Japan, and the rise of prices greatly reduced the protec- 
tion offered by the specific duties. As a result, in 1919 the ratio of 
customs revenue to the value of dutiable imports had fallen to under 
9 per cent. When the restoration of foreign sources of supply led to 
serious competition in the Japanese market, duties were raised on 
the products of the most vulnerr>ble industries, especially chemicals 
and metals. The Government also forbade the import of dyestuffs 
save under licence, a policy which the British Government also 
adopted at this time. After the earthquake of 1923 ad valorem duties 
of 100 per cent were imposed on 120 luxury products in the interest 
of the balance of payments. Meanwhile, the conventions with foreign 
countries signed in 1910 had expired, and in 1926 there was a com- 
plete revision in the duties. This determined the basis of the tariflF 
for the next decade. The most important effect of the revision was to 
give much greater protection to certain new industries, especially 
the woollen spinning and weaving, top-making and rayon trades. 
On balance, however, Japan still remained a country with a moderate 
tariff. The Minseito Government reduced duties on some semi- 
manufactured goods, such as cotton yarn and cement, in 1930 and 
1931. With the fall of that Government a new epoch in economic 
policy began in which the role of tariffs was of little importance. 

To sum up the effects of the tariff, it can be said that until 1920 it 
had very little influence on the economic structure of the country, 
for before 1911 Japan’s freedom to impose protective duties was 
limited by treaty, and between 1914 and 1920 normal trading 
conditions were so disturbed as to reduce them to a position of minor 
significance. Even during the next decade, the effects of the tariff on 
foreign competition in the home market was overshadowed by 
exchange fluctuations, and it was never more than a secondary 
weapon in the armoury of economic policy. In only a few industries, 
as in the iron and steel, sugar, copper, dyestuffs and woollen indus- 
tries, was the tariff ever of much importance. 

Other aspects of economic policy deserve closer attention. Num- 
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erous forms of Government-sponsored organization were created, or 
fostered, during the period now under consideration to promote the 
development of particular industries. The Government took an 
active part in encouraging the expansion of the fishing industry, and 
the prcfectural authorities were given powers to supervise methods of 
fishing and of sale. Further, the Government introduced into this 
industry a device common to Japanese economic life as a whole, 
namely an association of producers to assist in the supervision and 
guidance of those engaged in the trade. All occupied in fishing were 
compelled to join the Suisan Kumiai^ of their neighbourhood, and 
one of the statutory obligations of these bodies was to inspect the 
produce destined for export. Government direction and control also 
did much to increase efliciency in the raw silk industry and to provide 
for the production of standardized filaments. Government grants and 
loans at low rates of interest were furnished for the purpose of 
increasing rice production both in Japan Proper and in Korea. In 
manufacturing industry, save in branches deemed to be of strategic 
importance, the Government’s activities were less effective. For 
many years efforts were made to improve the quality of goods for 
export, and during the Meiji era regulations had been drawn up to 
provide for the inspection, by guilds of exporters, of certain classes 
of exportsyDuring the First World War and the post-war period the 
range of goods covered was extended. The Export Guild Law and 
Manufacturers Guild Law of 1925 provided for the setting up of 
voluntary bodies with the function of maintaining standards of 
quality, and some of these guilds were recognized as official authori- 
ties for the compulsory inspection of goods. The policy was carried 
further in a consolidating measure of 1928 (the Staple Export Goods 
Control Regulations). This specified the goods of which the export 
was not permitted until they had been inspected by an authorized 
body. Sometimes the authority consisted of guilds of producers or 
traders; sometimes of Government officials. Another purpose behind 
the Government’s decision to encourage the establishment of export 
guilds was the promotion of co-operation among the smaller expor- 
ters for the development of foreign markets. Much was hoped of this 
at the time when the law was passed, but during the twenties the 
results were negligible, largely because of the conflict of interest 
between large and small merchants in the majority of trades. As we 
shall see, however, these guilds came to the front in the changed 
trading conditions of the next decade. 

The Government’s efforts to promote co-operation among manu- 
facturers were rather more successful. As early as 1884 an Act had 
been passed authorizing the formation of Dogyo Kumiai (Trade 
Associations) in industries producing important products, and a 

^ Fishery Guilds. 
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number of these were in fact formed. They carried on the usual 
functions of trade associations and concerned themselves, like 
export guilds, with the inspection of goods and with issuing certi- 
ficates of quality. These Kumiai were composed of all kinds of firms 
concerned with a particular commodity, both large and small 
manufacturers and also dealers, and in the small-scale trades they 
were dominated by the merchant employers. In the early post-war 
period the Government became anxious to encourage co-operative 
effort among small manufacturers themselves, so that they might 
achieve some degree of independence of the merchants. So, in 1925, 
the manufacturers in specified export industries were authorized to 
form guilds with functions of inspecting products, providing joint 
equipment, and arranging for joint purchases and sales. The appro- 
priate Minister could compel non-members to abide by the guild’s 
regulations. These Kogyo Kumiai were the complement of the export 
guilds, and they received small grants from the Government for the 
purchase of joint equipment.. By the end of 1930 1 1 1 such guilds had 
been formed, but it seems doubtful whether in this period they really 
did much to modify the existing organization of industry or to 
improve its efficiency. As with the export guilds, however, the Kogyo 
Kumiai later on formed a useful medium- through which official 
control could be exercised. Among the agricultural communities 
encouragement was given to the Sangyo Kumiai, or co-operative 
societies, which carried out functions of co-operative purchase, sale 
and credit. They were given assistance — in the form of cheap credits 
and subsidies — by the central Government, and it seems that they 
played an increasingly important part in the agricultural life of Japan. 

Government attempts to control and direct industrial life by edict 
were thus limited in scope and tentative in method. Apart from the 
strategic industries, in which there was active participation by the 
State, Government intervention seldom went beyond the encourage- 
ment of co-operation among producers and traders, and this 
encouragement was not always whole-hearted. The greatest measure 
of success seems to have been reached in agriculture (including silk- 
raising) and fishing, and in the industries associated with them. In 
raw silk the Government’s participation was indispensable to the 
industry’s prosperity. But in manufacturing industry little was 
achieved outside the spheres mentioned, and only the small firms 
were in the least affected by the legislation.^ Japan’s industry had 
risen during an era of economic liberalism, and direct Governmental 
intervention after the initial phase seldom went beyond what was 
considered appropriate to such a regime. The absence of direct 
intervention on a large scale did not mean that the desired objectives 
could not be reached in other ways. Japanese statesmen had to deal 
with a society that was very different from Western societies, and in 
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the pursuance of their economic objectives they had to use different 
means. The means that were employed, and indeed Japanese 
economic policy as a whole, cannot be understood without some 
knowledge of the enterprises that were being built up by the mighty 
business groups popularly known as the zaihatsu. References have 
been made to these groups in earlier chapters; but we must now 
cmsider them in some detail. 

IThe term zaibatsu means literally ‘money-cliques’, and is used to 
signify certain great Japanese business houses with extremely wide- 
spread interests.' The four major zaibatsu were Mitsui, Mitsubishi, 
Sumitomo and Yasuda. These concerns played a vital part in the 
economic rise of Japan, and they had come to occupy by the later 
twenties a position in the Japanese economy for which there was no 
parallel elsewhere in modern times.^ Their importance was not 
limited to the economic sphere, for they had made their influence 
felt in politics. The Governments of the early years of Meiji had been 
faced with grave difficulties ih executing their policy of Westerniza- 
tion, for there was at that time no large middle class with financial 
resources, with experience of modern industrial and commercial 
techniques, or with the habit of initiative. It was not enough to strike 
off the shackles of the old regime; positive measures had to be taken 
to ensure that the opportunities ior development were seized and 
that the strategic interests of the country were observed in any 
industrial growth that occurred. The newly created bureaucracy 
might plan the objectives of economic policy; it could hardly 
concentrate in itself the detailed administration of economic resour- 
ces. Fortunately there were available a few business families which 
for decades, even centuries, had been engaged in banking and 
commerce on a large scale, and had served as agents of the daimyo in 
the management of their revenues. Some of these families had 
helped to finance the political movements that had led to the 
Restoration. The new Meiji Governments naturally turned to these 
families for financial help in tiding them over their initial difficulties, 
and they looked to them to carry out any financial or commercial 
operations, or to launch any new enterprises, which were considered 
necessary as part of the general policy. So these families, together 
with notable recruits from the ranks of the samurai, became agents 
for the execution of the Government’s economic policy and this soon 
isiia R conceptration of eco nomic power in then ?. A concentration 
of this sort is likely to occur whenever a country with a hitherto 
primitive economy begins a career of industrial development, 
especially when the initiative in this process rests with the State. 

During the Meiji era close connections were established between 

^ The Fuggers of Augsburg may be compared with them in some important 
respects, but it would be misleading to suggest that there was a close resemblance. 
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part icular statesmen, who had definite policies to carry out, and 
particular business families who could provide resources and means 
to assist them.*In return for the financial assistance which they gave 
the Government, the zaibatsu from time to time acquired State 
. properties at lo w prices an d received v aluabjejgon tracts. They earned 
large profits from undcrwriting'tjovcrnmeSTok^s^ instance. 
Marquis Inouye^ worked in close association with Mitsui,^ ajxd 
Mitsui, in return for the help it gave him, obtained possession on 
favourable terms of properties that had belonged to the Shogun and 
the clan governments. This was the origin of Mitsui’s well-known 
Miike coalmining concern. Government purchases and sales of 
materials in foreign countries in early Meiji were made through. 
Mitsui, which thus laid the foundations of its foreign trading acti- 
vities. These later became the main province of the great Mitsui 
Bussan Kaisha.* Mitsubishi, founded by a samurai named Iwasaki," 
acted as agent for the Government in carrying supplies to Formosa 
in the troubles of 1874, and its existing small fleet of ships was 
supplemented by the addition of thirty steamers bought from abroad 
for this purpose by the Government. This was the beginning of the 
great enterprise that finally emerged as the Nippon Yusen Kaisha. 
In 1890 Mitsubishi reluctantly purchased from the Government, 
then in financial straits, /a tract of waste land near the Imperial 
Palace. This has since become one of the most valuable sites in 
Tokyo, for the famous Marunouchi business quarter is located there. 
Just as Mitsui was associated with Marquis Inouye, of the Seiyukai 
political party' Mitsubishi was associated in its early years with Count 
Okuma,' who led the Kenseikai party, later known as the Minseito. 
The experiences of the other zaibatsu in Meiji limes were not dis- 
similar. All of them played an important part in financing the foreign 
wars in which Japan was engaged, and in the development of the 
colonies.' The zaibatsu helped to capitalize, often jointly with the 
Government, enterprises of strategic importance, at home and in the 
colqme^s and Manchuria, and most of the new large-scale industries 
were either developed'by them or brought under their controK From , 
time to time, generally in per iods, oX.financial crisis or of sIumpT 
'cerfam older business famiires failed. Their properties were then 
usually acquired by one of the zaibatsu; for instance, many of the 
Suzuki properties passed to Mitsui after the financial crisis of 1927. 
We have seen in an earlier chapter how the zaibatsu" s financial power, 
exercised through their banks and trust and insurance companies, 
increased during the twenties along with the consolidation of the 
banking system. Just as the First World War saw a large extension 
of their enterprises in the heavy industries, so the post-war decade 

^ A leading statesman of the Meiji era, a member of the Choshu clan, and one 
of the famous Genro (Elder Statesmen). 
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saw a marked growth in their commercial and financial interests. 
'-^By 1929 the zaibatsu had reached the zenith of their power and 
influence. Many rivals had been weeded out during the difficult 
post-war period, and the setback suffered by the militarists after 1921 
greatly strengthened their own political position.. Party government 
was making headway at this time, and the power of the Diet was 
increasing. The zaibatsu, being intimately associated with the politi- 
cians, became very important influences on policy. Thus whereas in 
early Meiji days they could be regarded as agents of the Government, 
though probably never as merely passive agents, by the later twenties 
they had reached a position in which they could to an increasing 
extent impose their wishes on the Government. The relations between 
the great merchants and those who were nominally the governing 
classes, relations of which the old chroniclers had complained in 
later Tokugawa times, were again appearing. But the zaibatsu were 
soon to learn that their position was by no means unassailable and, 
as had happened in the past, they were to receive brutal reminders that 
it was not for them to usurp the places and privileges of their betters. 

There were, of course, other large business concerns in Japan that 
were independent of the great zaibatsu; for instance, Okura, with 
large interests in trade, mining and textiles; Asano in cement, mining, 
iron and steel and heavy engineering; Furukawa with copper mining 
and refining, and electrical plant. But the zaibatsu by 1929 occupied 
a special position, not merely because of the magnitude of their 
interests and their close and peculiar relations with the Government 
but also because of the very wide range of their interests. These 
comprised mining, metals, mechanical engineering, electrical appa- 
ratus and machinery, textiles, paper, cement, glass, chemicals, 
shipbuilding, shipping, foreign and domestic trade, banking and 
insurance. 'It was difficult, indeed, to find any form of large-scale 
economic activity in which the zaibatsu had not an important share.' 
Further- the fact that they were at once predominant in finance and 
also in industry and commerce gave them an enormous advantage 
over specialist concerns. As was shown in the chapter on banking, 
the structure of the capital market in Japan and the habits of inves- 
tors place obstacles in the way of raising capital by public issue. 
Enterprises in need of new capital must in general get it by selling 
their securities to banks or other financial institutions. Those who 
control these institutions can, therefore, play a dominant part in the 
development of industry, and an industrialist who has no bank under 
his control is liable to fall under the control of some great financial 
group, which, because of its associated enterprises, may be a rival. 
In the later twenties some of the zaibatsu, particularly Mitsui, were 
penetrating even into trades which were the province of small 
producers. These small producers were normally financed by mer- 
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chants who were themselves often dependent, especially if they 
engaged in foreign trade, on the financial resources of the zaibatsu. 
But at this time Mitsui’s trading company (Mitsui Bussan Kaisha) 
was competing vigorously with the merchants in their own sphere. 
It had extended its practice of advancing funds to small producers 
and of giving them technical advice, and in this way it was able to 
bring them under its control. Even trade in minor agricultural 
products was being affected by this policy. Thus the power of the 
zaibatsu did not stop short with large-scale industry and trade, but 
penetrated deeply into the great mass of small-scale enterprises. 

The various zaibatsu were keen rivals with one another. Although 
the emphasis of each group was rather different, yet there were many 
spheres of industry, commerce and finance in which they competed. 
Their rivalries extended also to the political sphere. Nevertheless, 
they tended to make a common front when f aced with the militar ist 
groups, an d they sometimes co-operated with each other in particular 
branches of enterprise. For instance, they invested in each other’s 
trust companies, and they helped to capitalize jointly, along with the 
semi-official Industrial Bank, electricity-generating companies and 
colonial enterprises of national importance. 

The internal organization of the zaibatsu presented some unusual 
features. These massive businesses, equipped with all the contrivances 
of modem technology and managerial science, rested on institutional 
foundations laid down in the feudal past. Ownership was vested in a 
family or group of families, and the activities of every family member 
was regulated, according to Japanese practice, by a council which in 
the case of Mitsui reached its decisions by reference to the ancient 
code of the house. The financial links between the constituent firms 
were established by a holding company usually called a honsha. This 
controlled the chief operating subsidiaries under which there was an 
intricate network of sub-subsidiaries and affiliated companies. Major 
policies and the chief appointments to the honsha were determined 
in the family councils on the advice of the leading executives. The 
extent to which the family members themselves exercised adminis- 
trative authority varied from zaibatsu to zaibatsi^ In Mitsubishi the 
influence of the Iwasaki family remained very strong. In Mitsui, on 
the other hand, control over policy had passed to banto^ or managers, 
even before the Restoration.'^hatever objections there may be on 
social and political grounds to such a concentration of economic 
power, there can be little doubt that it assisted in the accumulation 
of capital and that it contributed ‘strength, efficiency and sureness of 
purpose’ to Japan in her period of rapid economic development.^ 

^ T. A. Bisson, Zaibatsu Dissolution in Japan, p. 32; see also ‘The Concen- 
tration of Economic Control in Japan’, by the present author, in the Economic 
Journal, June 1937. 



CHAPTER IX 


REFLATION AND PREPARATION FOR WAR, 

1932-37 


After the fall of the Minseito Government and the abandonment of 
the cold standard in December 1931, the key position of Finance 
Minister was filled for the next four years by K. Takahashi, who had 
on previous occasions shown his financial skill, first as long ago as 
the Russo-Japanese War and, more recently, during the financial 
crisis of 1927. The restoration of the militarists’ influence over policy, 
which had already been demonstrated by the course of events in 
Manchuria and was to show itself in a steadily increasing pressure 
for larger armaments, meant that there was no possibility of pursuing 
deflation further. Even if the new path had not been marked out for 
him by others, it seems that Takahashi had fully realized that the 
strain imposed by deflation on the social and economic structure of 
the country was too great for it to bear.^He proposed, therefore, to 
follow a policy of reflation which, he thought, in the course of four 
years or so would call the unemployed resources into use and bring 
economic recovery to Japian, without at the same time exposing her 
to the danger of cumulative inflation. His was, in fact, a ‘full- 
employment’ policy, launched four years before Keynes’ General 
Theory provided him with a theoretical justification. 

The new policy, which was bitterly resented by orthodox financiers 
and economists, involved, first of all, an increase in Governmental 
expenditure, financed almost entirely by borrowing, and easy credit 
conditions. The form of the new expenditure was determined by the 
demands of the military and by the new commitments in Manchuria, 
and the result was that the proportion of the total expenditure that 
was spent on the Army and Navy rose from 31 per cent in 1931-32 
to 47 per cent in 1936-37. During this time the Government defrayed 
about one-third of its expenditure by loans, and the internal national 
debt was increased from 4,480 million yen at March 1931 to 8,520 
million yen at March 1936. The external debt diminished slightly 
during this period, and was only 1,330 million yen at this latter date.^ 
Takahashi refused to raise substantially the amount spent on relief 
measures by the Ministry of Agriculture and the Home Department, 
since he argued that the general rise in Governmental expenditure 

^ This was the amount at par of exchange; the burden had, of course, been 
increased by the depreciation of the yen after 1932. 
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would diffuse benefits throughout the economy. At the same time 
he refused to increase taxation except by a modest excess profits 
tax, because he thought that any increase would discourage business 
revival. Thus, while he aimed at raising national expenditure by the 
amount required to restore ‘full employment’ he was determined not 
to press Government expenditure beyond the point at which infla- 
tionary tendencies would begin to appear. 

He pursued his policy successfully up to the time of his assassina- 
tion by the military in the revolt of February 1936, and by then the 
economic recovery at which he had aimed had been largely achieved. 
For this he has deservedly won praise, whereas Inouye, his pre- 
decessor, has been sternly criticized. Yet the balance of justice cannot 
be struck so easily. If Inouye, with his ‘orthodox’ financial policy, is 
to be condemned ‘because he did not realize that deflation would 
provoke unendurable social distress and an inevitable political 
upheaval, he at least brought to bear pressures which led to sharp 
reductions in Japan’s industrial costs. 1 o this extent he prepared the 
way for the subsequent recovery. Without the discipline of the 
depression years, Japan’s advance after 1932 might have been far less 
triumphant. On the other hand, Takahashi, for all his merits, can 
also be charged with a lack of political realism and foresight. He 
had cheerfully acquiesced for four years in a financial policy which 
made it possible for the militarists to pursue their ambitions. He knew 
that in them he was dealing with a group which did not easily recog- 
nize economic limitations on strategic designs, and that their appetite 
would grow with any effort to satisfy it. Consequently when the time 
came to call a halt on economic grounds, it was to be expected that 
the militarists would refuse to comply and that they would deal with 
Takahashi as they had dealt with Inouye. Judged solely from the 
standpoint of what we should now call a ‘full employment’ policy, 
Takahashi was amply justified in introducing measures for raising 
the public expenditure. But since the additional expenditure was of 
such a nature as to promote the strategic plans of the militarists, 
and since in the last resort policy was determined by them and not 
by the requirements of sound finance, the outcome was necessarily 
disastrous. 

Before examining the effects on industry and trade of reflation up 
to 1936, we must glance at the cheap money policy that was followed 
during this time and also at the repercussions of the policy as a whole 
on the financial system. The discount rate of the Bank of Japan on 
commercial bills, which stood at 6-5 per cent in November 1931, was 
lowered by stages to 3-65 per cent in July 1933, and, what is more 
important, the interest rate of the Treasury Deposits Bureau was cut 
down during 1932 from 4*2 per cent to 3 per cent. At the same time 
the maximum fiduciary issue of the central bank was raised from 120 
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million yen to 1,000 million yen, and the note issue rose steadily 
from 1,330 million yen at the end of 1931 to 1,870 million yen five 
years later. Meanwhile, the exchange value of the yen was allowed 
to slide down from par in December 1931 (49*85 dollars=100 yen) 
to 20*70 in December 1932. After the revaluation of the dollar in the 
spring of 1933, the rate rose and reached 30*25 in December of that 
year. From this time it remained stable for the next five years, and 
became linked with sterling at Is 2d. 

Wholesale prices which averaged 70 in 1931 (1929=100) began to 
rise during 1932; but it was not until the end of 1936 that they 
recovered virtually to the 1929 level. Retail prices which had fallen 
from 9 1 in 1929 to 68 in 1931 (1926= 100) rose steadily after that year 
and reached 80 in 1936. The course taken by wages is particularly 
interesting. The Bank of Japan’s index of wage rates fell sharply, 
during the period of the depression, and its index of actual earnings 
declined even more. After 1932 the latter rose only slightly, while 
the former continued to fall. 

BANK OF JAPAN’S INDICES OF WAGE-RATES, 
EARNINGS AND RETAIL PRICES' 

(1926 = 100) 


Year 

Wage Rates 
A 

Actual Earnings 
B 

Retail Prices 
C 

Real Earnings 
B/C 

1929 

98*6 

103*9 

91 

114 

1931 

91*3 

90*7 

68 

137 

1932 

88*1 

88*1 

69 

128 

1936 

80*7 

91*8 

80 

115 


It is a matter for comment that average money wages fell steeply 
during the period of reflation, and that in 1936, after a period in 
which production and employment rose very substantially, the real 
earnings of the workers were no higher than they had been in 1929. 
These general indices do not reveal, however, the diversity in wage 
movements experienced by different industries. In all the heavy 
industries (engineering, shipbuilding, metal manufacture) which grew 
rapidly, the workers, especially skilled workers, improved their 
position, and their real wages were much higher in 1936 than they 

' The Bank of Japan’s indices of wage-rates and actual earnings cover only 
factories employing more than fifty (or in some cases forty) workers. For the 
method of compilation, see Uyeda, The Small Industries of Japan, pp. 298 et seq. 
Since these indices do not cover wages paid in small workplaces, they are not 
wholly representative of conditions in Japanese industry and tend to give too 
favourable a view of them. The wage index of the Ministry of Commerce and 
Industry fell by 24 per cent between 1926 and 1932; this index covers the earnings, 
including allowances, of workers in large and small establishments. 
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had been in 1929. On the other hand, the real wages of men in the 
light industries and of women, especially those engaged in textiles, 
deteriorated. In cotton spinning and silk reeling, for instance, real 
wages in 1936 were scarcely 70 per cent of those of 1929. Professor 
' Uyeda, in commenting on the trend disclosed by statistics of real 
wages, reached the conclusion that observations of actual facts bore 
out the truth of the statistical evidence and that after 1931 ‘earnings 
did not increase sufficiently to compensate for the rising cost of 
living, and real wages were, therefore, on the average definitely 
falling ’.^ ) 

(K full explanation of what occurred requires an examination of 
fifS the changes in industrial production, secondly the trends in 
agriculture, and thirdly the movement of foreign trade. The index of 
industrial production rose steeply after reflation was introduced. 
Between 1931 and 1936 the index (1931-33= 100) rose from 91 to 149.^ 
But the rise was much steeper for producers’ goods than for con- 
sumers’ goods; in 1936 the index stood at 172 for the former but 
only 125 for the. latter. Thus th^ greater part of the increased indus- 
trial production was not in the form of goods available for consump- 
tion, but consisted of munitions and capital equipment for industry 
at home and in Manchuria. In the second place, the boom did not 
communicate itself to agriculture. The price of rice did not recover to 
the 1929 level until 1935, while the price of raw silk, and so cocoon 
prices, remained low throughout the period. Even in 1936, after a 
slight improvement had set in, raw silk prices were still only a little 
above the 1932 level, and were not much more than half those of 
1929. So a very large part of the economy remained depressed in 
spite of the boom in manufacturing industry. This has a direct 
bearing on the movements of wage rates. The members of agricultural 
families were driven by the depression to offer themselves in increas- 
ing numbers for industrial employment in the towns. The girls who 
had previously found jobs in the silk-reeling mills in rural areas now 
competed for jobs in other textile factories, especially the cotton 
mills. Yet, as technical improvements had reduced the number of 
workers required for a given output in the cotton industry, the 
demand for workers in that trade did not rise to an extent corres- 
ponding to the increase in output. Thus the persistent agricultural 
depression impelled a large-scale transference of workers from 

^ T. Uyeda, The Small Industries of Japan, p. 306. Professor Uyeda also states 
(p. 303) that in 1936 ‘the position [of the standard of living of the industrial 
workers] is not as good as that in 1924*. There are some difficulties in interpreting 
the statistics quoted above, but in spite of all the qualifications that have to be 
made, the general conclusion seems well established. For these qualifications, see 
Uyeda, op, cit., p. 300. 

• Oriental Economist's Index. 
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agriculture to industry and from rural to urban trades, and it 
exercised a powerful influence in keeping down industrial wages. 

Thirdly, although the fall in the yen helped to raise the exports of 
manufactured goods, and although exports as a whole increased 
during this period, the terms of trade moved strongly against Japan. 
The following table demonstrates this. In interpreting it, one must 
remember that as Japan’s industrial efficiency was rising at this time, 
the fact that she had to offer more export goods for a given quantity 
of imports docs not necessarily mean that she had to devote a 
correspondingly greater amount of her resources to the production 
of those export goods. 

TERMS OF TRADE 


Year 

Index of 
Import Prices 

Index of 
Export Prices 

Terms of Trade 

1928 

100 

100 

100 

1932 

65 

57 

88 

1936 

98 

68 

69 

1937 

126 

76 

60 


Finally, in the course of the period from 1929 to 1937 the popula- 
tion rose from 63 to 71 million, and part of the increase in consumer 
goods was, therefore, required to meet the needs of the additional 
population, and was not available to raise consumption per head. 

One may conclude that reflation and the depreciation of the yea 
enabled Japan to create a condition of virtually full employment, to 
redistribute her resources by transference from agriculture to indus- 
try, and to enlarge her production and foreign trade. It was because 
her resources were not fully employed at the beginning of this 
process, and because of the chronic depression in agriculture, that 
the increased loan-financed Governmental expenditure did not 
produce symptoms of inflation. At the same time it was because the 
increased production took the form of munitions, new capital 
equipment for home industry, and investment goods for Manchuria 
and, to a lesser extent, because of the worsened terms of trade and 
of the benefit bestowed by rising prices on the profit earner, that this 
increased employment of resources did not lead to any improvement 
in the workers’ general standard of life. 

This process of development and adaptation was affected by the 
rise in the efficiency of Japanese industry during the thirties. The 
point will be discussed in the next chapter; but it must be mentioned 
here because, clearly, the reduction in costs so caused contributed 
to the increase in output and exports that occurred during this time. 
Had costs not been reduced by technical improvements, it is probable 
that equilibrium in the balance of payments could have been achieved 
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only by a further depreciation of the yen, and that either the develop- 
ment of Manchuria and rearmament would have progressed more 
slowly, or the standard of life would have been forced down far 
lower. 

The behaviour of the banking system in response to the Govern- 
ment’s deflationary policy throws considerable light on the relations 
between the ordinary banks and the Governmental financial institu- 
tions. In the first place, it is observed that the bulk of the Government 
bonds issued between 1931 and 1936 were taken up by institutional 
lenders, namely the ordinary banks, savings banks, the special banks 
and the Bank of Japan. The ordinary and savings banks together 
absorbed about two-thirds of the amount issued, and they held by 
the end of February 1936 some 43 per cent of the Government bonds 
outstanding, while the Treasury Deposits Bureau held well over 20 
per cent. By the end of 1936 the proportion of Government bonds to 
total deposits was about 23 per cent in the case of the ordinary banks 
and 55 per cent in the case of the savings banks. That the Govern- 
ment had to rely on the banks to take up its issues could not be 
regarded as ominous, as it would in some other countries in peace- 
time. It was a necessary consequence of the structure of the capital 
market in Japan and of the disposition of ordinary investors. As we 
have already seen, the latter are accustomed to entrust their savings 
to the banks, trust companies or post office savings system, which 
then invest these resources, and the increasingly large holdings of 
these bonds did not in the least disturb the confidence of the bank 
depositors. 

It might have been expected that the ordinary banks would have 
followed the lead of the Government and the central bank in extend- 
ing credit on a larger scale to their clients, and that this would have 
set going an inflationary movement. But no such movement occurred, 
and it appears that the ordinary banks, instead of following the lead 
given by the Government, rather pursued a credit policy appropriate 
to a deflationary period. The central bank’s influence over the credit 
policy of the other banks was still weak, and during this time the 
latter remained adherents of Inouye’s financial principles and were 
sceptical of Takahashi’s policy. They weeded out their less sound 
debtors and were cautious in making advances. The volume of their 
loans outstanding even declined substantially between 1931 and 1936. 
The cautious policy of the banks was not, however, the only factor 
that produced this result. The high industrial profits earned in the 
years of rising prices and stationary or declining wages, enabled 
manufacturers not merely to finance extensions to their businesses 
out of their own resources, but also to repay their outstanding loans 
to the banks. 

Reflation in Japan thus has some peculiar features. The Govern- 
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ment was able to spend heavily on armaments out of loans without 
bringing about competition with itself for the necessary resources, 
largely because the ordinary banks refrained from creating private 
credit to match that of the Government and of the official financial 
institutions. Consequently, it was able to carry through the redis- 
tribution of the country’s labour and capital in order to build up a 
‘quasi-war-economy’ without provoking a steep rise in prices and 
without imposing vexatious administrative controls over the dispo- 
sition of resources. 

By 1936 recovery had been achieved, and the time had come, in 
Mr Takahashi’s opinion, to call a halt to the process of reflation. 
The Army, however, far from being prepared to accept any limitation 
on its war-preparation expenditure, asked for further increases. The 
ensuing conflict was a contributory cause of the outbreak of February 
1936, when Takahashi was murdered. His successor was more 
amenable to military pressure, and accepted the proposition that no 
halt could be called in loan-financed expenditure. In the first few 
months of office, he carried through extensive conversion operations 
by which a great number of 5 per cent bonds were exchanged for 3-5 
per cent bonds; while the Bank of Japan’s discount rate was further 
lowered and the deposit rates of the ordinary and savings banks were 
brought down sharply. The budget for the financial year 1937-38, as 
originally drawn up and passed, provided for large increases in 
expenditure which were to be met mainly by expanding the deficit 
bond issues, although some new taxes were imposed. 

Subsequent events «ihowcd that Takahashi was right in thinking 
that, on economic grounds, the time had come in 1936 to modify the 
reflation policy; for, by the end pf 1936, symptoms of financial strain 
began to appear. There was a sharp upward movement in wholesale 
prices; the rate of export expansion began to slow down; and the yen 
showed signs of weakness. A fall in the exchange, however, would 
have endangered the policy of creating a ‘quasi-war-time economy’ 
which was now being pursued more vigorously than ever; for a lower 
yen would have raised the price of imports of strategic materials 
which were now being acquired in large quantities. So, early in 1937, 
control over exchange dealings, which had previously been of little 
account, was tightened. Traders now had to secure official permission 
before they could obtain exchange in payment for imports for an 
amount in excess of 30,000 yen a month, and just before the Lukou- 
chiao incident in July, the limit was reduced to 1,000 yen a month. 
Between March and July large exports of gold also became necessary 
and these amounted during that period to 380 million yen (at the 
valuation of 1930). In July the outbreak of war with China brought 
a new era in economic policy, and from then on Japan began to 
adopt the devices for creating a war-time economy with which most 
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countries of the world were later to become familiar. There was an 
immense increase in Government expenditure financed partly by 
higher taxation, but mainly by bond issues; there was a large-scale 
transference of resources from peace-time to war-time industries; 
and there was a wide extension of control over economic processes. 

An examination of Japan’s economic war-time policy lies beyond 
the scope of this chapter,^ but one fact of outstanding importance 
must be emphasized. The economic circumstances of Japan on 
entering the war of 1937 were very different from those attending the 
inception of the Manchurian campaign of 1931 and the subsequent 
rearmament. In 1931 a large section of Japan’s resources were unem- 
ployed or under-employed. It was possible for her to rearm and to 
develop her strategic industries at home and on the Continent by 
drawing on those idle resources and without making it necessary 
for her to call a halt to the expansion of her civilian industries or to 
her exports. By 1937, however, her resources were virtually fully 
employed, 2 and any further growth in the armament industries was 
inevitably at the expense of civilian production and of the normal 
export trade. So, from the very beginning of the war, drastic controls 
to effect the necessary transferences had to be imposed, and even 
some of the leading exporting industries (e.g. cotton) had to be 
contracted. Indeed, this point appears to have been reached early in 
1937, when the financial and exchange controls were instituted in 
order to complete preparations for the war j 

^ For this; see J. B. Cohen, Japan's Economy in War and Reconstruction'^ also, 
for the period before the Pearl Harbour attack, see E. B. Schumpeter (ed.), The 
Industrialisation of Japan and ManchukuOj 1930-40, especially pp. 789-854, and 
G. C. Allen, Japanese Industry: Its Recent Development and Present Condition, 

“ ‘Fully employed’ at least to the extent that bottlenecks in the supply of 
certain factors (e.g. skilled labour) were being encountered. 



CHAPTER X 


INDUSTRIAL DEVELOPMENTS AFTER THE 
WORLD DEPRESSION, 1932-37 


In the previous chapter it was shown that a great expansion took 
place in industrial production and in the volume of manufactured 
exports during the years preceding the outbreak of the Sino-Japanese 
War in 1937. The changes in the relative importance of the different 
industries and in the composition of the export trade were equally 
significant. For several decades before 1929 the trend in industrial 
development had altered very little, and the export trade was 
becoming increasingly specialized to textiles. Although the scope of 
Japan’s industrial activity was constantly extending, it did not then 
seem likely that her main industrial interests would alter profoundly 
for many years to come. Yet when the country began to emerge from 
the depression it was soon seen that a new course had been set. This 
is clearly brought out by contrasting the composition of Japan’s 
industry and export trade in 1937 with that of 1929. Some indication 
of the nature of the change has already been given, since it has been 
shown that the expansion of industrial output between 1931 and 1937 
occurred mainly in the capital goods industries. But a more detailed 
consideration of the changes is needed for a complete understanding 
of the industrial history of the period. 

We cannot precisely measure the changes in the relative importance 
of the various industries between 1929 and 1937, because the statistics 
of production and employment are incomplete. For instance, the 
Factory Statistics do not cover workplaces with less than five 
operatives, which were responsible for a high proportion of employ- 
ment in many trades. But the information is sufficient to show the 
broad extent of the movements; these are set out in the table on 
page 145 and in Tables VI and XII in Appendix B. 

The outstanding changes were the steep relative decline in textiles 
and the rise in the metal, engineering and chemical groups. These 
increased their proportion of a larger industrial labour force from 
just over a quarter in 1930 to well over two-fifths by the end of 1937. 
Such figures of the volume of output as are available for these trades 
support these conclusions. The output of pig iron nearly doubled 
between 1929 and 1936, while the raw steel production rose from 
2\ million tons to 5J million tons, and the range of finished steel 
products turned out was widely extended. In the chemical industry 
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there was a very substantial growth in the output of explosives, 
sulphuric acid, soda ash, caustic soda, calcium carbide, dyestuflFs, 
and paints and most other products. In the machinery and instrument 
trades the rise in output is difficult to measure. Both the Factory 
Statistics and the Bank of Japan’s index of industrial employment 
show, however, that the number of workers engaged in these indus- 

PERCENTAGES OF TOTAL FACTORY EMPLOYMENT 
IN VARIOUS MANUFACTURING INDUSTRIES, 1929-37 


1929 1936 1937 


Textiles 

50-4 

37-9 

35-2 

Metals 

6*2 

9-7 

10-6 

Machinery, Vehicles, 
Instruments, etc. 

13 3 

18-3 

20-5 

Chemicals 

64 

IM 

no 

Others 

23-2 

230 

22-7 

Total 

100 

100 

100 


Total Factory Employment 

{in thousands) 1,825 2,593 2,937 


tries grew very fast, and the testimony of foreign technical observers 
suggests that not merely was the quantity of output greatly increased 
but quality was improved and the range of the production extended. 
By 1937 Japan was able to produce most kinds of machinery required 
by her industries, such as textile machinery, many kinds of machine 
tools, scientific instruments and electrical apparatus, and she was by 
then well able to meet her own needs for complete power-station 
plants. A substantial export to Manchuria had also been worked up, 
and if she was still importing machinery in large quantities, this could 
be attributed mainly to the fact that she was trying to build up her 
equipment rapidly in preparation for war. Shipbuilding also took an 
upward turn after 193 1 partly because of the recovery in international 
trade and partly because of the introduction of a ‘scrap and build’ 
plan to which reference will later be made. The number of workers 
in the chief shipbuilding yards rose from 34,000 in December 1931 
to 51,000 in January 1936, and the tonnage of merchant ships (motor 
and steam) launched rose from 54,000 gross tons in 1932, the lowest 
point reached, to 446,000 gross tons in 1937. This was far greater 
than any figure of launchings since 1919. The industry also benefited 
by the revival of naval building. By June 1937 Japan possessed a 

K 
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merchant marine of 4,500,000 gross tons,^ the third largest mer- 
cantile fleet in the world. Much of this was composed of new 
ships. 

Progress was by no means limited to the capital goods industries. 
Even in the textile group which, taken as a whole, became relatively 
less important, there was no significant fall in total employment. The 
cotton industry continued to advance at a time when Japan’s main 
competitor in international trade was still losing ground, and there 
was a strong tendency for that industry to move from a concentration 
on cheap bulk lines towards the production of higher quality goods. 
This led to important relative changes in the different sections of the 
cotton industry. The section which concerned itself with fancy goods 
and which was made up of medium-sized specialist weaving sheds 
grew much faster than that composed of the large sheds which formed 
part of the great spinning- weaving mills, were equipped with auto- 
matic looms and produced cheap shirtings and sheetings for export. 
The result was to reverse the tendency, which had been characteristic 
of the twenty years before 1929, towards an increasing concentra- 
tion of cotton manufacture in the combined spinning-weaving 
concerns. 

The woollen and worsted industry also greatly expanded during 
these years. The annual average imports of raw wool rose from 
774,000 piculs in the period 1926-29 to 1,665,000 piculs in the period 
1933-36; yarn output doubled; and imports both of yams and tops 
dwindled to insignificance. The several branches of the weaving 
industry were very differently affected. Whereas the output of muslin 
for Japanese dress, which previously formed an overwhelmingly 
large proportion of the total output of fabrics, remained stationary, 
there was a large growth in the manufacture both of serge for foreign 
dress and of woollen cloth. On the basis of this rising production, a 
substantial export trade was built up in the thirties. Japan thus 
completed the process which had been taking place in the later years 
of the previous decade. She freed herself from dependence on foreign 
supplies of tops and yarns, and she built up into substantial trades 
the new branches of the industry which first began to develop in the 
early twenties. 

An even more rapid advance occurred in the rayon industry which, 
though merely in its initial stages in 1929, became by 1937 the largest 
in the world. In that year Japan produced 326 million lb. of rayon 
compared with 27 million lb. in 1929. After 1934 the output of staple 
fibre began to grow quickly, and it reached 167 million lb. in 1937. 
This manufacture was encouraged for strategic reasons, since it 

^ Ships of iOO gross tons and over, including registrations in the Japanese 
Colonies. 
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provided Japan with a supply of textile materials which could be 
used as substitutes for imported cotton and wool in the event of war. 
Several other branches of the textile trade, for example, hosiery, also 
expanded during this time. If, in spite of the absolute growth in all 
these industries, the importance of the textile group as a whole 
declined, this was partly because of the continued depression in raw 
silk. The production of raw silk did not diminish greatly in quantity 
between 1929 and 1936, but the value of the output fell from 857 
million yen in 1929 to 398 million yen in 1934 (when the depression 
in this trade reached its lowest point), and even in 1936 it was only 
517 million yen. The labour force attached to the industry declined 
from 525,000 to 321,000 during this period. The relation of this 
depression to the fall in raw silk exports will be considered presently. 
Here it is sufficient to point out that the period saw a rise in the 
proportion of the output consumed at home (from 19 per cent to 
29 per cent), and, indeed, a substantial increase in the absolute 
amount of raw silk sold in the home market. The silk weavers there- 
fore did not suffer in company with the reelers, and as those weavers 
were at the same time developing a large trade in rayon fabrics, their 
industry expanded considerably. 

The relative decline in textile employment cannot be wholly 
attributed to the depression in the raw silk trade. Another cause was 
the technical improvements effected during these years, for these 
economized labour. Technical progress was especially marked in the 
cotton industry. Among the spinners there was a considerable rise 
in the scale of operations. In 1929 only 8 per cent of the spindles 
were in mills with more than 100,000 spindles; by 1935 this propor- 
tion had increased to 24 per cent. In 1929 half the capacity was in 
mills with under 50,000 spindles; in 1935 the proportion had fallen 
to one-third. This decline in the importance of the small mill was 
accompanied by a tendency for the small spinning firm also to 
disappear. Firms with more than 100,000 spindles increased their 
proportion of the total spindleage from 70 per cent in 1929 to 86 per 
cent in 1935. At the same time the improvements in mill equipment 
vyhich had begun in 1927 were carried much further. The period 
between 1927 and 1933 saw the almost complete replacement of 
ordinary rings by high-draft rings throughout the industry, and the 
change made possible the elimination of many processes between 
carding and spinning and so brought about economies in labour. 
Other improvements were effected, such as the substitution of over- 
head carriers for rail conveyors, better methods of temperature- and 
humidity-control and the improved layout of the mills. The extent 
of these economies in labour is shown by the fact that whereas the 
output of yam increased from 1,012 million lb. in 1927 to 1,204 
million lb. in 1933, the number of operatives engaged on the ring 
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Spinning machines was unchanged and the number engaged on the 
preliminary and intermediate processes, from mixing to ro^ving, fell 
from 45,000 to 31,000. The result over the whole period in which 
economies were being effected was a rise in output per operative in 
the spinning mills from 5,700 lb. in 1926 to 7,000 lb. in 1929, and to 
9,300 lb. in 1935. The average number of spindles in operation rose 
from 5,800,000 in 1929 to 8,200,000 in 1935. 

In the weaving branches there were changes of equal importance. 
The period saw the general adoption of automatic looms by the 
weaving section of the combined spinning-weaving mills, and this 
was the main cause of the rise in output per operative in that part of 
the cotton-weaving industry from 22,300 yards in 1926 to 36,000 
yards in 1929 and 49,000 in 1935.^ Among the specialist weavers, 
whose output grew very fast after the world depression, there were 
marked changes in scale and equipment. Between 1929 and 1936 the 
proportion of the looms which were in sheds with fifty looms and 
over grew from 38 per cent to 48 per cent. While the number of hand- 
looms was halved and the number of narrow power-looms fell by 
one-third, the number of wide power-looms increased about 2^ times. 
According to Professor Uyeda’s estimates, the number of looms per 
worker in mills with fifty looms and over increased by more than 
60 per cent between 1926 and 1935 and in mills with from ten to 
forty-nine looms by 40 per cent. It can be inferred that the growth 
of scale and the improvements in equipment were accompanied by 
considerable savings in costs. 

During the twenties generalizations about the Japanese cotton 
industry had been usually based on observation of conditions in the 
combined spinning-weaving mills. During the next decade, in which 
the cloth output of those mills increased far less rapidly than that of 
the specialist weavers, these conditions became less typical of the 
weaving industry as a whole. By 1935-36 the specialists were consum- 
ing 70 per cent of the cotton yam used in Japanese weaving sheds; 
and they had by then become responsible for 58 per cent of the 
piece goods exports (in value). It should be explained that the use of 
automatic looms was confined to the combined spinning-weaving 
mills, which concentrated on the manufacture of a narrow range of 
standardized goods; for the ordinary loom was still preferred for the 
types of fabric which were turned out by the specialist weaving 
industry. To describe the Japanese cotton industry during the thirties 
in terms of the combined spinning-weaving mills and of automatic 
looms is, therefore, to give an incomplete picture. In 1936, out of 

^ In the Report of the Cotton Mission (p. 27), the proportion of automatic 
looms to the total number in the sheds owned by the spinning-weaving firms was 
estimated to be one-fifth. This was in 1930. During the next five years the sub- 
stitution of automatics for ordinary looms was completed. 
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266,000 wide power-looms in the whole of the Japanese cotton- 
weaving industry, only about one-third were automatic. If the output 
of the section that used automatics was still growing, it was from the 
ordinary looms used by the specialist weavers that the greater part 
of the increased production of piece-goods came. 

In the wool-using trades, also, there was an advance in efficiency. 
Rings instead of mules came to be used to a greater extent for low 
counts in the worsted spinning section, and the growth of the weaving 
sections led to the establishment of many new sheds which, though 
not large, were well-equipped and highly specialized. In one of the 
chief new centres of the industry (Aichi Prefecture) it was calculated 
that the cloth output per operative increased threefold in quantity 
between 1926 and 1933.^ 

Depression in the raw silk industry led to the introduction of many 
economies. A better co-ordination of the activities of silk-raisers and 
reelers brought about the cheapening of cocoons and improvements 
in their quality. The reelers made greater use of multiple-reeling 
machines by which an operative could reel twenty filaments at once 
compared with five on the older type of machine, and this brought 
about a sleep fall in labour costs. In silk weaving the replacement of 
the hand-loom b> the power-loom, which had already occurred in 
other textiles, went forward rapidly in the early thirties, and there 
was a considerable growth in the number of wide power-looms for 
the production of both silk and rayon piece goods for export. In 
rayon yarn production there were far reaching changes both in the 
quality of the filament and the cost of manufacture. The price of 
100 lb. of 120 denier yarn, which ranged between 253 and 130 yen in 
1929, was down to between 88 and 53 yen in 1936. 

In the chemical industry there were marked improvements. There 
was an enlargement of the scale of plants in the ammonium sulphate 
and other chemical trades, and costs were reduced substantially. 
The same is true of the paper industry. Here costs were brought down 
partly by rationalization, which permitted greater mill specialization, 
and partly by reducing waste. One example may be given. In 1928 
94 lb. of coal were used for every 100 lb. of paper produced; this fell 
in 1936 to 57 lb. Other economies were effected in the consumption 
of electric power.^ 

In the pottery industry, especially in the large factories, there was a 
revolution in methods after 1930. The chief producers installed 
mechanically operated conveyors in the body-making and decorating 
departments, and in this way production was speeded up. Coal was 
superseded by gas and electricity in firing, and tunnel kilns were 

^ Nagoya College of Commerce, The Present Status of the Woollen Industry in 
Japan, p. 41. 

* Information provided by the Oriental Economist in 1936. 
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introduced with the result that in the decade before 1936 unit-costs 
were halved in the large factories. Even in the workshop section of 
the trade efficiency was improved, chiefly through changes in organiz- 
ation which enabled the small producers to specialize to a greater 
extent than formerly. 

In the iron and steel industry, also, there was an improvement in 
technique. The average capacity of the blast furnaces doubled 
between 1929 and 1936 because of the installation of a number of 
large modern furnaces. In steel-making the size of the typical open- 
hearth furnace increased, and on the eve of the Sino-Japanese War 
it was estimated that in the previous nine years the amount of fuel 
needed to produce a ton of open-hearth steel had fallen by 40 per 
cent. There was a striking increase in the production of electrically 
smelted steel — an indication of Japan’s newly feund ability to 
produce high-grade steel. At the same time she was enlarging her 
capacity for producing the different kinds of finished steel. In spite of 
a large growth in her consumption of finished steel, imports fell, and 
in 1936 her exports (in tonnage) exceeded imports. For the metal- 
lurgical trades as a whole a Japanese writer has estimated that output 
per man-hour rose by 25 per cent between 1930 and 1936, and this 
estimate seems to be reasonable.^ 

Advances in engineering are much more difficult to measure. We 
have seen that Japan greatly enlarged the quantity, improved the 
quality and extended the range of her engineering output at this time, 
and a few additional examples may be given. Before 1929 nearly all 
turbines above 10,000 kilowatt capacity were imported; by 1937 
most of the greatly increased demand was being satisfied from home 
sources. At the beginning of this period Japan had to import nearly 
all her boiler tubes; at the end of it she was making tubes of good 
quality to satisfy her needs. Foundry technique also advanced. 
Large steel castings of satisfactory quality could not be produced by 
Japanese foundries before 1932; by 1936 engineers could obtain 
them from local sources of supply without difiiculty. Foreign 
technicians in Japan who a few years before were loud in their 
complaints about the deficiencies of Japanese engineering labour 
testified to the marked improvements that occurred during the 
thirties, both among the workers in the shops and among technicians. 
During the twenties these foreign observers frequently commented on 
the over-staffing of Japanese plants, when judged from European or 
American standards. This over-staffing was a necessary consequence 
of the employers’ practice of retaining workers in their employment 
even in years of depression, as well as of the cheapness of labour at 
that time. The depression of trade in 1930-32 was so serious as to 
enforce economies in labour, while the subsequent buoyancy of trade 
^ I. Asahi, The Economic Strength of Japan, pp. 91-2. 
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took up the slack that remained. The result was that over-staffing 
was far less noticeable in 1936 than previously. Improvements in 
organization and technical skill, moreover, greatly reduced the 
proportion of technicians and supervisory staff to the total numbers 
employed, especially in metallurgical, machinery and chemical 
plants.^ Even in mining, which had been stagnating during the 
twenties, costs were reduced, chiefly during the years of depression 
when mineowners were forced to seek new methods. In coal-mining 
output per man-shift (underground workers only) rose from 0-7 
metric tons in 1928 to 1*2 metric tons in 1931, mainly because of the 
greater use of mechanical conveyors.^ 

Japanese industry thus made a notable advance in efficiency in the 
decade preceding the outbreak of the war with China in July 1937. 
The advance was associated with a rise in skill among her workers 
and technicians, especially in the metal and engineering trades, and 
with an improvement in the equipment and organization of her 
plants. In some industries there was a rise in the scale of operations, 
and in others, where the small workplace remained typical, the 
producers became increasingly specialized. The main improvements 
in manufacturing methods (especially in the textile trades) were 
effected during the years of depression; but the period of expansion 
after 1932 made it possible for further economies to be realized both 
through a rise in the scale of operations and also through the ‘full 
running’ of the various plants. 

The advances in industrial eflicieney resulted mainly from the 
responses of entrepreneurs to the pressures exerted on them during 
the years of depression. Industry in this way prepared itself to take 
full advantage of the opportunities of the succeeding period. The 
Government also played a part. Its financial and rearmament policy 
had, of course, an important influence on the direction of the indus- 
trial development after 1932. But, in addition, it concerned itself 
more intimately than in the past with industrial organization. This 
intervention probably had only a mild effect on efficiency, but its 
political and social consequences deserve close attention. During 
the years of intense depression, 1930 and 1931, the Government was 
drawn into a policy of intervention either with the object of imple- 
menting the deflationary policy of the time or to prevent the collapse 
of particular trades. Its most ambitious project was the establishment 
of the Industrial Rationalization Bureau, as part of the Ministry of 
Commerce and Industry. The practical function of this Bureau was 
to devise and to introduce means for the co-ordination of policy 
within the various trades and for the increase of efficiency. Com- 

^ Cf. I. Asahi, op, cit., p. 93. 

“ Most of the information about technical improvements has been derived 
from special investigations made by the Oriental ^onomist in 1936 and 1937. 
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mittees were set up to promote standardization and simplification 
and to encourage co-operative selling among manufacturers. One 
of the Bureau’s duties was to supervise the administration* of the 
Major Industries Control Law, passed at this time with the object 
of creating for every large-scale industry a cartel for the control of 
production, sales and price policies. The Government was given 
power under this law, and under subsequent amendments to it, 
both to compel non-members of the cartels to abide by the cartel 
regulations and also to prevent any abuse of monopolistic power. 
It is doubtful if this law had any important effect on the structure of 
Japanese industry. Although many cartels were formed at this time, 
it was the depression rather than the law which was responsible for 
their appearance. The Government used its coercive powers very 
cautiously, in part, no doubt, because it was not prepared to anta- 
gonize the business groups concerned, but mainly because the 
purpose of the law was ambiguous. It was not by any means clear 
whether the main object of the legislation was the reduction of 
manufacturing costs, or whether it was the improvement of the 
market position of the producers through the creation of mono- 
polistic organizations among them. It is significant, however, that 
the use that was made of these powers by the Governments of the 
thirties changed with the political forces in control. A report of the 
Industrial Rationalization Bureau in October 1935 stated ‘Along 
with improvements in market conditions in 1933 and 1934 the 
administration of the law was altered so that from being chiefly 
concerned with strengthening the control exercised by cartels, the 
executive authority directed its attention to the protection of the 
public interest.’^ The meaning of this statement is not difficult to 
understand. In 1930-31 the Government was in the hands of business 
groups and was chiefly concerned with rescuing industry from the 
effects of the depression. By 1935 not merely had the depression 
lifted, but political power had shifted largely to the military and 
naval groups which were desirous of subjecting private enterprise to 
regulation in such a way as to promote the strategic interests of the 
State. 

Thus measures that had been conceived for the purpose of rational- 
izing industry came.to be used, first, to support cartels, and later to 
impose national control over the policy of industrialists. It seems that 
as neither of the main contending political groups had during this 
period established complete supremacy over the other, the applica- 
tion of the law was at no time very vigorous. The change of emphasis 
which has been noted was common to other fields of economic 
policy. For instance, the laws governing the Manufacturers’ Guilds 

^ Bureau of Industrial Rationalization, The Principle and Administrative Policy 
of the Major Industries Control Law, October 1935. 
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(Kogyo Kumiai) and the Export Guilds {Yushutsu Kumiai) were 
revised in 1931 with the object of encouraging co-operation among 
small manufacturers and traders so as to reduce their costs. With the 
subsequent political and economic changes, the functions and status 
of the guilds were also changed. The Kogyo Kumiai came to be 
regarded as organs for freeing small producers from the control of 
the great merchants and financiers and for supporting those social 
groups which made common cause with the military in their antagon- 
ism to the zaihotsu. The Export Guilds after 1933 became less 
concerned with the promotion of greater efficiency in the export 
field than with controlling and diverting foreign trade so as to meet 
restrictions imposed by foreign nations on Japanese exports. 

The policy towards rural communities throws further light on the 
political trends of the period. Financial encouragement was given 
to the peasants’ co-operative societies. Co-operative storehouses, 
fertilizer factories and filatures were set up with Government help, 
and the co-operatives displaced merchants from several lines of rural 
trade. Attempts were also made to divert industry to remote rural 
prefectures, and munitions contracts were distributed with this end 
in view. When the great depression struck the raw silk industry the 
Government at first followed the practice of earlier years and 
provided funds for valorization. As the depression became intensi- 
fied, it passed laws designed to increase efficiency. Then, in 1935, it 
introduced a redundancy scheme for removing excessive capacity 
both from the silk-raising and the reeling branches, and it controlled 
by licence the establishment of filatures and silk mcrchanting 
businesses. Help was also given towards the setting up of co-operative 
reeling mills by the silk-raisers so that they might escape from the 
financial control of the large reelers. 

The policy of extending national control over industry partly for 
strategic reasons and partly for the promotion of the interests of 
particular social groups came to a head in the controversy over the 
electricity-generating industry. The nationalization of this industry, 
which the military and certain sections of the bureaucracy advocated, 
was desired partly because it would make possible the sale of electri- 
city at cheaper rates to small users at the expense of the large users. 
But the business interests were sufficiently powerful to thwart this 
policy up to the outbreak of war in 1937. They could not defeat 
similar attempts in other trades. For instance, in 1934 legislation 
provided for the establishment of the Japan Iron and Steel 
Company by the amalgamation of six large private concerns with the 
State’s Yawata works. The result was to place nearly all the pig iron 
capacity and more than half the steel capacity in the hands of a 
company whose capital was held mainly by the State. Again, firms 
(including foreign firms) engaged in the distribution of oil were 
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obliged to store oil equivalent to their sales in a six months’ period, 
and the production, refining and distribution of oil were brought 
under close Government control. Duties on imported oil were raised 
so as to provide funds for the subsidizing of home production and 
for the development of hydrogenation. The shipping and shipbuilding 
industries were also the object of intervention. During the depression 
years the Government adopted a ‘scrap and build’ plan to support 
these industries, and as a result the merchant marine became 
equipped with a high proportion of new fast ships. In 1936 the 
Government assumed large powers of supervision over the activities 
of shipping companies. 

Tiiere were other examples of this trend towards Government 
control within Japan itself; but the policy received its most unam- 
biguous expression on the continent, especially in Manchukuo. There 
the influence of the Army was paramount; and the kinds of industries 
that were fostered after 1932, no less than the methods employed 
to foster them, indicate that the policy which in Japan itself was only 
gradually and tentatively adopted was there unchallenged. The 
industries that were introduced into Manchukuo, or were extended 
after the establishment of that State, were chiefly branches of the 
metallurgical and chemical industries— the war industries — and all 
forms of industrial investment in that country were strictly controlled 
and were supplied up to 1937 by or through the South Manchuria 
Railway Company or companies in which the Manchukuo and 
Japanese Governments held a large part of the capital. The most 
striking developments occurred after the outbreak of war against 
China and are, therefore, not within the scope of this chapter. But the 
foundations of the great expansion that later occurred were laid in 
the years from 1931 to 1937. During that period the output of iron 
ore and pig iron in Manchukuo more than doubled (the latter 
reached 762,000 metric tons in 1937); and steel production, which 
hardly existed before 1935, reached 430,000 tons two years later. 
There were considerable advances, too, in coal production (which 
amounted to 12,500,000 metric tons in 1937), and in the output of 
cement, chemicals, gold and many other minerals and manufactured 
goods. Japanese investment in Manchuria rose very fast. At the time 
of the Manchurian campaign in 1931 total Japanese investment in 
that country stood at 1,600 million yen; by the end of 1937 it was well 
over 3,000 million yen. The resources of Korea were also extensively 
developed after 1931, especially her mining industry and the indus- 
tries that depended on minerals. 

vjhe expansion of Japanese enterprise on the continent, together 
with the political changes in Japan, had important effects on the 
position of the zaibatsu. It has been shown that the depression dis- 
credited the Minseito Government, and also the great business 
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groups associated with it. Particularly strong opposition was encoun- 
tered from the military, who disliked the policy of that Government 
in the fields of foreign relations and armaments, and from the 
peasantry and small producers who had suflered most bitterly from 
the economic collapse. Violent attacks were made on the zaibatsu on 
the ground that, in promoting their own financial prosperity, they 
had jeopardized the interests of the State and had done great hurt 
to the peasants and the small producers and traders. These attacks 
came to a head in May 1932 in the assassination of Baron Dan, the 
chief executive of Mitsui, at the hands of a ‘young officer’ group. The 
zaibatsu retreated. They tried to disarm popular resentment by 
relegating to obscurity officials who had been responsible for their 
previous business policy. Mitsui, which was the main target of 
criticism, withdrew from trade in minor agricultural products and 
sold to the public large holdings of shares in some of its leading 
companies. It made a donation of 3 million yen for the relief of 
distress, and it established in 1933 a fund of 30 million yen for the 
promotion of social services. After the mutiny of February 1936 (the 
‘February Incident’), which was in part the outcome of ‘anti- 
capitalist’ feeling, the members of the Mitsui family announced their 
intention of withdrawing from directorates and from active partici- 
pation in the business. The zaibatsu attempted to show their devotion 
to the national interests by establishing, or investing in, new enter- 
prises of strategic importance, such as synthetic oil production; and 
they provided most of the capital for a new bank intended to finance 
those small traders and industrialists who were members of Manu- 
facturers’ or Export Guilds. 

Their opponents found it hard to believe that the zaibatsu were 
‘sincere’ in their new policy, which was referred to as a ‘camouflage 
policy’. The critics may well have been right. Powerful groups in the 
Army were advocating at this time the creation of a ‘quasi-war-time 
economy’ (Junsenji Keizai). By this they meant the destruction of the 
liberal and capitalistic influences in society and the direction of the 
country’s resources along lines determined wholly by strategic needs. 
This process proceeded slowly between 1932 and the ‘February 
Incident’ of 1936, since it encountered opposition from the older 
bureaucrats and statesmen as well as from the threatened business 
groups. After 1936 the pace was quickened; but it cannot be believed 
that the zaibatsu^ though they could no longer resist openly, were 
enthusiastic supporters, of the policy. 

It is true that the creation of a Junsenji Keizai brought certain 
compensating advantages to the zaibatsu^ since if it damaged their 
political, commercial and financial interests, it stimulated the 
development of the heavy industries in which they had many 
important enterprises. But the compensation was hardly adequate; 
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for much of the new industrial development, especially in Manchu- 
kuo, was in the hands of business groups other than the zaibatsu. 
The military could not dispense with the help of big business imthe 
development of the strategic industries and the resources of Manchu- 
kuo; but since they were hostile to the zaihatsu, they had to look 
elsewhere for the capital and business experience that were needed. 
Among the new business groups that grew in strength in consequence 
of this policy, the most important was the Nippon Sangyo Kaisha 
(Nissan), controlled by Y. Aikawa. This concern commended itself 
for two reasons. Its capital structure was very different from that 
of the zaibatsu undertakings; for its shares were fairly widely distri- 
buted, instead of being concentrated in a few families. In the second 
place, N}ssan’s fortunes were wholly bound up with the promotion 
of a Junsenji Keizai, and it was likely to be amenable to militarist 
influences. When the development of Manchukuo was accelerated 
after the outbreak of the Sino-Japanesc War in 1937, the industrial 
undertakings which had hitherto been conducted by the South 
Manchuria Railway Company were transferred to a new concern, 
the Manchukuo Heavy Industries Development Company, in which 
Nissan held half the capital and the Manchukuo Government the 
rest. Nissan also obtained financial support from the special banks. 
Whether Nissan was as independent of the zaibatsu in reality as in 
appearance may be doubted. At all events the shinko-zaibatsu did 
not survive the collapse of Japanese imperialism.^. 

The changes in the volume, composition and destination of 
Japanese exports in the period from the world depression until the 
outbreak of war with China reflcctfaithfullythefinancialandindustrial 
developments that have been described. The total value of Japan’s 
exports to foreign countries fell from 2,149 million yen in 1929 to 
1,147 in 1933; but recovery was rapid after the fall of the yen, and 
in 1936 it reached 2,693 million yen. The course of the import trade 
was similar; 2,216 million yen in 1929, 1,236 million yen in 1931 and 
2,764 million in 1936. In the first six months of 1937 there was a 
sharp upturn in the foreign trade, particularly in imports; for Japan 
was then buying heavily from abroad in preparation for the coming 
war. 

In volume exports were probably some two-thirds greater in 1936 
than in 1929, and this increase, it must be remembered, took place 
at a time when international trade as a whole was stagnating. The 
structure of the export trade altered profoundly. There was no 
significant change in exports of raw materials and foodstuffs, which 
were comparatively small in both years. The proportion of finished 
manufactures in the total, however, rose from 44 per cent in 1929 to 

^ Shinko-zaibatsu (or New zaibatsu) is a term commonly used to describe these 
new capital groups. 
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59 per cent in 1936; while there was a steep decline in exports of 
semi-manufactured articles — from 43 per cent to 27 per cent. The 
cause of the declining importance of the last class of goods is, of 
course, to be found in the persistent depression in the raw silk trade; 
in 1929 raw silk accounted for 37 per cent of the exports, in 1936 for 
only 15 per cent. In the cotton trade, although there was a great 
expansion in the quantity of piece-goods — from 1,791 million square 
yards in 1929 to 2,710 million square yards in 1936 — yam and piece- 
goods together barely maintained their importance in the export 
trade as a whole. It was about one-fifth of the total in each of these 
years. Exports of other textiles expanded considerably, notably rayon 
yarn and piece-goods, woollen and worsted piece-goods and knitted 
goods, and the proportion of textiles other than cotton and raw silk 
in the total trade rose from 13 per cent to 18 per cent. Even so, 
textiles as a whole formed a less important part of Japan’s exports 
in 1936 than in 1929; the proportion having fallen from 69*4 per cent 
to 52-6 per cent. It was mainly to the rise in exports of metals, metal 
manufactures, machinery and instruments that this fall can be 
attributed. The share of these products in the total exports rose from 
4 per cent in 1929 to over 14 per cent in 1936. There had also been a 
remarkable increase in the exports of numerous miscellaneous 
industries — toys, lamps, pottery, glass, and many others. Many of 
these goods were the products of small-scale trades which had 
expanded after the fall of the yen; and the result was that by the end 
of the period Japan’s export trade was far moie highly diversified 
than it had been in 1929. 

The destination of the exports had also altered. The United States, 
which had taken 43 per cent of the exports in 1929, took only 22 
per cent in 1936; this was because of the fall in raw silk exports to 
that market. China, including Kwantung, Manchuria and Hong 
Kong, took 25 per cent in 1929 and 27 per cent in 1936; for the steep 
rise in exports to Manchuria, in consequence of the heavy investments 
in that country, more than offset the fall in exports to China Proper. 
Exports to other Asiatic markets — British India, the Dutch East and 
Straits Settlements — also rose considerably, and so did exports to 
Africa, South America, Europe and Australasia. As a broad general- 
ization, it may be said that in 1936 Japan’s export trade consisted of 
raw silk, together with certain other products like canned fish, tea 
and pottery, supplied to the United States; machinery and other 
capital goods supplied to Manchukuo and North China; and textiles 
and cheap miscellaneous consumption goods supplied to many 
countries, particularly to continental Asia and the South Seas. 

The lessened specialization both in markets and commodities 
which occurred over this period may suggest that Japan’s trade had 
become less vulnerable than formerly to changes in demand; but this 
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conclusion cannot be accepted without important qualifications. 
The rise in exports of metals and machinery, which did much to 
affect the trade, was in some degree the result of Japan’s strategic 
plans and of the measures necessary to carry them out. Some part 
of the diversification, moreover, can be attributed to Japan’s being 
compelled to find alternative markets and export goods in conse- 
quence of restrictions placed on traditional exports to her former 
chief markets or because of the steep fall in the value of her raw silk 
trade. 

The outcry that greeted the expansion of Japan’s exports during 
the thirties seems, at first sight, difficult to understand, since she 
accounted for only 3*65 per cent of world exports in 1935 and for 
3-59 per cent in 1936. It is true that there had been an increase after 
1929, when the proportion was 2*94 per cent; but Japan’s share itl 
world exports was still small and, further, her imports had riseff^ 
correspondingly. The explanation is not far to seek. In 1929 a large 
proportion of Japan’s exports was not competitive with those of 
other leading industrial countries. During the thirties, however, she 
replaced raw silk by finished manufactured goods in her export trade, 
and while some of these finished manufactured goods, because of 
their low prices, went to meet demands hitherto unsatisfied, others 
(especially cotton piece-goods) displaced the exports of foreign 
industries which were for other reasons already depressed. For 
example, the British cotton industry in the inter-war years declined 
continuously chiefly because former customer-countries, especially 
India, became able to supply the bulk of their own needs. In these 
circumstances of dwindling international trade the growth in the 
export of Japanese cotton piece-goods was a particularly severe blow 
at the British industry. 

Changes in the import trade reflected the same tendencies. There 
was a steep rise in imports of raw materials (especially textile raw 
materials) and of semi-manufactured materials (such as pig iron and 
scrap, non-ferrous metals and pulp), whereas there was a fall in the 
importance of finished manufactured goods, with the exception of 
certain kinds of machinery and automobiles and parts. This was 
symptomatic of Japan’s increasing industrialization. There was also 
a change in the sources of imports. Australia became a larger sup- 
plier, because of Japan’s increasing demand for wool. The United 
States became more important, since Japan increased her purchases 
of American machinery, automobiles and raw cotton. The necessity 
for balancing her trade with particular countries because of import 
restrictions on her goods led to a growth in imports from Africa 
and South America. 

Finally, the Japanese colonies grew in importance both as markets 
and as sources of imports. For this the autarkical tendencies in world 
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trade as a whole, as well as Japan’s own policy of colonial develop- 
ment, were largely responsible. Whereas in 1929 the colonies supplied 
Japan Proper with 20 per cent of her total imports and took about 
18 per cent of her total exports, in 1936 the corresponding figures 
were 24 per cent and 25 per cent. It was not until after the outbreak 
of the war with China, however, that there occurred that fundamental 
change in the direction of Japanese trade that was associated with the 
development of the ‘yen bloc’. 

On balance, it can be said that Japan had adjusted her foreign 
trade very successfully to the catastrophic world changes of the early 
and middle thirties. She had found new customers and alternative 
commodities as compensation for the decline that occurred in some 
of her chief markets and major lines of trade. Her industrial expan- 
sion had made her a leading market for some of the chief raw material 
producing areas, notably the cotton-belt of the United States and the 
wool-growing areas of Australasia. She had become increasingly 
self-sufficient in finished manufactured products, even for machinery 
and other capital goods for which her demand had grown very 
rapidly both for her own use and for the development of Manchuria. 
Yet she had not escaped the effects of the trade restrictions of the 
time. Her trade had been diverted by those measures. She was 
obliged to accept limits to the expansion of her exports to certain 
markets, and this led her to conclude a number of bilateral agree- 
ments which were intended to balance her trade with particular 
countries. These restrictions certainly accounted in part for the 
worsening of her terms of trade during the middle thirties; while their 
political influence was extremely unfortunate. Japan, with her rapidly 
growing population and her increasing dependence on foreign trade 
for the maintenance and improvement of her standard of life, was 
in a position similar to that of Great Britain in the middle of the 
nineteenth century. Her economy possessed the same resilience and 
flexibility. Her economic interest favoured liberal international 
trading arrangements which would enable her to exchange on good 
terms her manufactured goods for the raw materials she needed in 
increasing quantities. But these conditions were disappearing from 
international trade. Her main competitors had rigid economies which 
could not adapt themselves to her competition. The world trend was 
towards restrictionism — towards the parcelling out of markets among 
the established suppliers. Thus conditions were unfavourable for the 
success of an expansionist economic policy which her own interest 
so urgently required. The political groups who sought not economic 
welfare but territorial expansion, and who wished to establish 
Japan’s ascendancy in Eastern Asia so that she might enjoy mono- 
polistic advantages, were consequently strengthened. Apologists for 
Japan’s aggression in China were at one time inclined to argue that 
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her policy was wholly, or mainly, the result of her reaction to the 
barriers that were being erected against her commercial expansion. 
This is greatly to overstate the case. The root of Japanese imperialism 
is certainly not to be found in economic causes. But the circumstances 
just described no doubt contributed in some measure to the success 
of the extremists in gaining support for their policies. 



CHAPTER XI 


SUMMARY AND CONCLUSIONS 


In 1867, when this story of economic development begins, Japan’s 
economy was given over predominantly to small-scale agriculture 
and to household industry. She then lacked modern communications 
and modern educational, administrative and financial systems. Fac- 
tories driven by mechanical power and industrial equipment of the 
kind with which the leading Western countries had been familiar for 
the best part of a century were novelties. She had only slight experi- 
ence of foreign trade and of the operation of an ocean-going mercan- 
tile marine. It is true that at that time even in parts of the Western 
world modem industrialism and modern transport systems were 
comparatively recent innovati'^ns, and that the influence of the great 
technical discoveries of the eighteenth and early nineteenth centuries 
had still not completely shattered the old economic forms. Yet the 
contrast between Japan and the West lay not so much in the fact that 
Japan was a late starter in the development of the new economy, 
but rather that the conditions precedent to such a development did 
not seem to be present in her society. There had been no expansion 
of overseas commerce such as preceded the industrial age in Great 
Britain. The minds of her people had not been subjected, as in 
Europe, to the philosophic influences which had weakened the forces 
of custom and tradition, had made them receptive to the discoveries 
of science, and had brought about the great liberation of individual 
human energies that had occurred at the end of the eighteenth 
century. There had been no accumulation of scientific knowledge 
and no widespread appreciation of the scientific method as applied 
to the processes of production. Japanese society in the later years 
of the Tokugawa era had certainly not been stagnant and, as we have 
seen in the first chapter, the older forms of social and political 
organization were then disintegrating. The changes were, however, 
very different from those that brought to an end the ancien regime in 
Europe and led to the emergence of liberalism in both the economic 
and political spheres. Thus in 1867 the Japanese economy was not 
merely backward when compared with that of the chief Western 
nations but the foundations for a new era of expansion seemed, at 
any rate to casual observers, to be ill prepared. 

In the space of some sixty years Japan had been transformed into a 
modem industrial State, equipped with all the resources of applied 

L 
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science and technology, and capable of producing efficiently most 
types of manufactured products. She had established adequate 
systems of finance and communications. Her mercantile marine was 
the third greatest in the world. Her overseas trade was large and was 
still growing rapidly; in its composition it was in most respects 
typical of that of a modem industrial State. In the nineteen-thirties 
Japan was conducting with success large-scale undertakings beyond 
her shores, and she was becoming an important investor in overseas 
enterprise. She possessed an efficient bureaucracy and a skilful and 
experienced class of entrepreneurs, technicians and managers. Her 
workers rivalled in skill those of far older industrial countries. Since 
the beginning of the Meiji era her population had doubled itself and 
the standard of life of her people had risen. Political changes had 
accompanied this economic expansion. Japan had made herself into 
a great military and naval Power, and since 1894 she had pursued 
with success a policy of imperialist expansion on the continent of Asia. 

These achievements did not depend on great natural resources. 
Although she possessed ample supplies of water power and fair 
supplies of coal and copper, she was not well endowed with the raw 
materials of industry, and like Great Britain she had to import 
most of them from overseas. Yet she had become eminent as a 
producer not merely of the older textiles, to which new countries 
usually turn in the early stages of their industrialization, but also of 
the more recently introduced man-made fibres and, in the last 
decade, of the typical manufactures of the most advanced industrial 
nations, metal and engineering goods and chemicals. Nor, in the 
inter-war years, could she be regarded as a sedulous imitator of the 
West. Her economy and her civilization could no longer be described 
as a ‘traduction mal faite’. She herself was making contributions to 
science and to technology, and she had evolved forms of social and 
economic organization which were peculiar to her. 

To record the course of this development is one thing; to explain 
how it came out as it did is another and more hazardous task. No 
explanation that would be accepted by all inquirers into the Japanese 
problem can be found, and dogmatism would be out of place. More- 
over, he who would bring to light the springs of action cannot confine 
himself to economics. Why certain individuals or groups were 
brought to act at certain moments as they did; why their actions had 
such far-reaching effects on national life; and how the succession or 
accumulation of small events gave rise to significant trends; these 
things cannot be fully disclosed by research into the facts of economic 
development alone. Yet among the many factors that contributed to 
the rise of Japan, there are some that would probably be accepted 
by all investigators as significant. At these we may now glance. 

Japan entered the modern era far better equipped for economic 
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expansion than contemporaries realized or than a superficial assess- 
ment of her assets would suggest. At the time of the Restoration, in 
spite of internal dissensions, the people of Japan possessed an under- 
lying sense of national unity which was the product of her geographi- 
cal position, of linguistic uniformity and of her long history. There 
was a way of life and a scale of values which were widely accepted 
by the people and were brought into high relief when the Japanese 
came to confront the Western nations whose cultural background 
was entirely different. Secondly, Japan, in spite of the autonomy 
enjoyed by the feudal magnates in Tokugawa times, possessed a 
central administration which had managed to impose its will upon 
the country with a fair measure of success for more than two cen- 
turies. There also lingered memories of a still more highly centralized 
form of government. She had in the Emperor an institution that 
could be used as a focus for the sentiment of absolute loyalty to a 
superior, which was the most honoured virtue of the race. This 
institution had its roots deep in the past, and round it clustered the 
myths and traditions of the people. When the need came, the 
Emperor could be transformed into a ruler with divine attributes, 
who claimed not merely respect and obedience, but also fanatical 
devotion. Yet if Japanese society was moved by these ancient tradi- 
tions, in the middle of the nineteenth century it was in a condition 
which made it receptive of stimulus from the West. Moreover, if it 
was constituted so as to be capable of providing the country with a 
ruling class that possessed prestige and self-confidence, that class 
was not rigidly demarcated from the rest of the population, nor was 
it conservative in its outlook. Men of talent found opportunities to 
enter it, and many of its members were themselves avid for change in 
the ordering of their country’s affairs. The mass of the people were 
docile in the presence of acknowledged authority, and in every class 
there was a capacity for co-operation and organized effort which was 
in part the product of a long experience of group action in the family, 
the clan and the guild. This society, while it often threw up men of 
strong personality and will, usually contrived to ensure that their 
activities were subordinated to the interests of the group or the 
nation as a whole. 

Nor was Japan’s economic and technical inheritance to be des- 
pised. Indeed, in the decades before the Restoration there had been a 
remarkable convergence of influences and events congenial to change 
and growth. These were discussed in earlier chapters and require only 
brief comment at this point. The creation or enlargement of a surplus 
of agricultural income, above what is necessary to maintain the 
farming population at a conventional standard of life, is generally 
considered to be a condition of capital accumulation and construc- 
tion in the early days of industrial development. In Japan the surplus 
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had been increased by the rise in agricultural productivity during the 
centuries preceding the Meiji era. In feudal times the surplus was 
directed chiefly to the maintenance of the samurai who had become 
to a large extent economically functionless. After the abolition of 
feudalism much of this surplus was diverted into the coffers of the 
central Government by taxation, and became available for invest- 
ment in new industries and in the apparatus of the new society. Here 
was a source of already mobilized capital. The disposition of the 
peasantry towards modern economic processes and practices is 
invariably an important factor in deploying resources for what is 
now called the ‘take-off’. The Japanese peasants in the early nine- 
teenih century not only possessed traditional skill in agriculture and 
in many crafts associated with it but they had also been prepared 
for commercial activities and industrial wage employments by 
changes in technique and organization within the rural communities. 
The most outstanding of these changes were the development, within 
the fiefs, of commercial farming and the expansion in the villages of 
industrial by-employments organized on a ‘putting out’ system. In 
the towns during Tokugawa times there flourished a small but highly 
skilled class of craftsmen engaged in producing fine textiles, metal 
goods, pottery and lacquer wares, that is to say the meibutsu trades 
which for centuries had served the daimyo and the rich merchants. 
Then, in addition to the actual plants of modern design inherited from 
the daimyo and the Shogun, the New Japan had at its command a 
commercial and financial organization of some sophistication and a 
number of business houses experienced in large-scale operations. 
Japan provides a good example of how quickly large new industries 
may be built up on the basis of a nucleus of organizing capacity and 
craftsmanship and of a mass of docile, unskilled workers. 

In the period of transition from the old to the new economy, Japan 
was favoured by fortune. It happened, as we have seen, that in the 
earliest years of New Japan a large foreign demand arose for the 
very commodity which she was eminently fitted to supply, raw silk. 
And in the middle period (indeed, right down to 1929), the great 
expansion of the American market enabled her to build up a substan- 
tial foreign trade, chiefly on the basis of this product. Thus before 
her new manufacturing industries had attained a degree of efficiency 
that would enable them to export on a large scale, she was able to 
draw on foreign supplies of equipment and materials in exchange 
for this product of a peasant industry. Here certainly was an impor- 
tant factor in accelerating her development as an industrial nation. 
Added to this was the fact that her agriculture and fisheries were able 
to raise the production of food for the growing population to a 
sufficient level to render her almost independent of food imports 
except from her colonies. 
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The forms assumed by Japan’s economy and the direction of her 
development can be explained partly by the condition of her economic 
system at the time of the Restoration, and partly by the political 
objectives which she set herself. Japan’s first problem was to take 
over as quickly as possible the technical apparatus of the West. 
Because of her own backwardness, and since entrepreneurs capable 
of initiating and organizing Western-style industrial and commercial 
undertakings were few, she could not hope to achieve this purpose 
merely by throwing open the country to Western economic influence. 
The laisser^faire prescription was not for her. Moreover, she feared 
for her security, and her leaders could not neglect the strategic aspect 
of economic development. Hence the active part played by the State 
in the early and middle years of Mciji in the founding of new indus- 
tries; hence the continued concern of the Government and of the 
business families through which it worked with enterprises that 
touched on national power. Yet the vitalizing influence of the new- 
found freedom in the country’s economic life must not be under- 
estimated. The impact of international trade, because of the pro- 
visions of the ‘unequal treaties’, could not be cushioned by import 
duties designed to protect established industries. Resources had to 
be transferred quickly to trades where Japan enjoyed the greatest 
relative advantages. There could be no question of her being seduced 
by the meretricious charms of a ‘balanced economy’. She was 
compelled to choose specialization, particularly in her export trade. 
And the presence of many alert individuals eager to seize new oppor- 
tunities brought a ready response to those pressures and carried 
Japan into new fields of endeavour, many of them related closely 
to traditional activities. 

If much was changed, there still remained in Japan many vestiges 
of the ancient order. This was demonstrated in the organization and 
conduct even of the large-scale businesses. It was seen in the mutual 
relations of the Government and entrepreneurs, of workers and 
employers, landlords and tenants. In the Japanese version of ‘welfare 
capitalism’, as practised by the great concerns, there was reproduced 
in a different medium the pattern of relationships found in the old 
workshops, where the detchi (apprentices) lived with their master and 
were subjected in both working and leisure time to his discipline. 
Again, the relations of the zaibatsu with the State were in some ways 
akin to those that formerly existed between the daimyo and Shogun 
on the one hand and the rich chonin who financed them on the other. 
In a sense,! both the modern zaibatsu and the old chonin were merely 
agents of national or feudal policy, but from time to time they could 
influence or perhaps determine what that policy should be. Even the 
older social conflicts were reflected on the unquiet sea of modem 
economic life. With the contempt and envy felt by the samurai when 
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confronted by the growing wealth of the chonin, we may compare the 
bitterness and at times the ungovernable fury aroused among the 
military by the steady growth of zaibatsu wealth and influence during 
the inter-war period. The internal organization itself of these great 
business houses is infused with a spirit peculiar to Japan; for it shows 
marked traces of both the Japanese family system, with its widely 
ramifying claims and loyalties, and also the emotional dispositions 
associated with the lords and their retainers under the old regimgl 

If the broad policy of the Japanese Government in the Meiji era, 
and subsequently, was directed primarily towards raising the power 
of the State and towards inducing the economic expansion necessary 
to sustain that power, particular measures were usually intended to 
serve more immediate and restricted purposes. Despite the initiative 
and drive supplied by the Government, Japan could at no time be 
considered to possess a ‘planned economy’ in the modern sense. Nor 
were the authorities ever inspired by any general principle of econo- 
mic development, such as the maintenance of a steady rate of growth. 
On the contrary, throughout the modern period Japan’s development 
has been attended by frequent and severe fluctuations, and it is 
arguable that her progress was made possible, in part, by her 
vigorous pursuit of an expansionist policy, and at the same time by 
her readiness to apply checks ruthlessly whenever that policy 
provoked, as it frequently did, a crisis in her balance of payments. 
The recessions which the checks from time to time produced were 
accompanied by a scaling-down of costs which prepared the way for 
the ensuing period of growth. The policy was not followed consis- 
tently. There were periods when the economy was rescued from grave 
disequilibrium by fortuitous external events, such as the outbreak of 
the First World War, or when, as in the early nineteen-twenties, the 
Government hesitated to take the drastic steps to correct a succession 
of balance of payments deficits. But in the main Japan showed 
resolution in applying the checks as well as boldness in organizing 
expansion. Two outstanding examples have been given in the course 
of this history. First, the inflationary boom of the later seventies 
followed by the Matsukata deflation of the early eighties, and secondly 
the deflation of 1927-31 which was succeeded by the reflationary 
period of Takahashi. 

The effectiveness of these policies is a tribute to the resilience of 
the economy. It was a remarkable fact that, as Dr Ohkawa has 
stated, . . even in the 1930 period of depression the growth rate of 
the Japanese economy did not show a serious decrease’,^ and the 
achievement demands an explanation. How is it that the deflationary 
pressures at that (as at other times) succeeded not only in compelling 
Japanese industrialists to use resources more economically but also 
^ K. Ohkawa cit,, p. 22. 
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in maintaining high investment in re-equipment which contributed 
to the expansion of the middle and later thirties, Some part of the 
explanation is to be found in the plasticity of Japanese wages, for the 
steep wage reductions of the recession period permitted firms that 
survived to earn profits from which the new investment could be 
financed. The plasticity of wages is in turn to be explained partly by 
the nature of the wage system itself (notably the close correlation 
between the earnings of particular workers and their employers’ 
prosperity), but mainly by the structure of the economy. The rapid 
and constant growth in the number of persons of working age 
produced an intense competition for industrial jobs, particularly 
on the part of recruits from the over-populated countryside. When- 
ever agriculture or agricultural by-employments became depressed, 
the competition became fiercer. In these conditions there could be 
little resistance to economic pressures exerted on wages. If this was 
true of factory employment, in the small and medium-scale sector 
wages could obviously be compressed without meeting with any 
serious resistance in times of depression. In the absence of this wage 
plasticity, the policy of ‘boom and bust’ might have payed less 
handsome dividends in economic progress. And if this was one of the 
chief reasons for the resilience of the Japanese economy, as well as 
for the high rate of capital accumulation, it must be remembered 
that it had its dark side. For wage plasticity was the product of the 
desperate search for employment on the part of the surplus rural 
population. 

If, throughout the modem period, Japan gave a ready welcome 
to Western novelties in technique and organization, there was no 
desire, at any rate on the part of the ruling classes, to assimilate 
Western civilization in the sense of substituting a Western scale of 
values for its own. Dr Hu Shih has pointed a contrast between 
Japanese and Chinese experience in this respect.^ In China, he says, 
there occurred a ‘gradual penetration and assimilation of ideas and 
practices’; and in the absence of centralized control, fundamental 
cultural changes took place through a process of free contact and 
slow diffusion. The result was that the foundations of Chinese society 
were affected before the superstructure had been much altered. In 
Japan, on the other hand, rapid changes in the technical equipment 
and the economic organization of society were achieved as the result 
of the deliberate policy of the ruling class, and these changes were 
imposed on a people whose values remained those of their native 
civilization. Indeed, care was taken to protect their cultural heritage 
from the corrosive influences of the West, and in this process the 
ancient system of values was given a clearer definition than it 

^ In an address on ‘The Modernization of China and Japan* to the American 
Historical Association at Washington on December 29 , 1939. 
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formerly possessed, and the claims of the Japanese way of life were 
more vigorously asserted. Japanese society, however, could not 
escape completely from the political and cultural concomitants of 
Western industrialism and applied science; but where liberalism and 
rational humanitarianism appeared they were often greeted with 
bitter opposition, and at no time penetrated deeply into many 
Japanese minds.^ During the twenties, it is true, it seemed reasonable 
to expect that the material transformation would sooner or later lead 
to fundamental changes in social and political ideas, and that, in 
politics, Japan might gradually proceed by way of a senatorial 
parliamentary system to democracy and representative government. 
But the times were unfavourable.^ At a critical point in her history 
she was overwhelmed by the ‘great depression’, and she was caught 
up in the fascist trend of the thirties. Knowing little of the inner 
meaning of Western civilization, she applied a purely pragmatic test 
in her judgment of its outward manifestations, its forms of govern- 
ment, social organization and economic systems. The successful 
alone was impressive. Hence her great material achievements came 
to be wrecked on the rocks of national ambition. 

In the thirties she directed all her newly found technical skill to the 
creation of what she herself called a Junsenji-Keizai (a quasi-war-time 
economy). Discarding the policy of ‘sound finance’, which had 
proved so disastrous for all countries which had continued to practise 
it, she rescued herself from depression. But her new policy, even if it 
satisfied in its technical aspects the canons of what is now called a 
‘full employment’ policy, became increasingly associated, as in 
Germany, with large-scale rearmament and military aggression. 
Economic affairs passed under the control of the militarists, and 
were moulded by the needs of war preparation. In a sense the very 
forces which had supplied the impulse to economic expansion during 
the Meiji era, and the very conditions which made the development 
of Japan so great and so rapid, were responsible for the catastrophe 
in which she became involved. It was not from the decay of vigour, 
nor from administrative inefficiency and corruption, nor from 
internal social conflict, that disaster proceeded. It was rather from 
patriotism corrupted into immoderate ambition, from a strong 
national spirit degenerating into fanaticism unrestrained at the last 
either by morality or the calculations of expediency, and from con- 
fidence in material success turned to excessive pride in achievement. 

Japan might well have been expected to render great services to 
mankind. She was the first and only Asiatic nation to show marked 
practical capacity in spheres in which Western nations had led the 
way. By her geographical and her cultural affinities she was well fitted 

^ This statement applies, of course, to the period before the Second World 
War. 
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to introduce applied science and industrialism to the peoples of Asia 
and to supply the organizing ability and the advanced technique 
which those peoples needed so that the burden of their grinding 
poverty might be lifted. She had already made available to them new 
kinds of consumption goods at prices which they could afford, and 
she might have played a leading part in raising further their standard 
of life. She possessed a resilient economy lacking the rigidities that 
had appeared in the Western world. An immense field of industrial 
expansion lay before her; but she turned aside from it to pursue 
other ends. 



SUPPLEMENTARY CHAPTER 


^tONOMIC RECOVERY AND EXPANSION, 
/ 1932-37 


1. The Phases of Recovery 

During the half-century before 1937 Japan’s economic expansion 
was unquestionably influenced by her success in war. The Sino- 
Japanese War of 1894-5, the Russo-Japanese War of 1904-5, the 
First World War and the campaigns against China in the early and 
middle thirties all led to the enlargement of territory under her 
control and opened up opportunities for investment and trade in 
areas where she enjoyed special advantages. This is not to deny, of 
course, that the real costs of preparing for, and of fighting, these wars 
had ou tweighe d their economic benefits, nor that the diversion of so 
much of Japan’s energy and resources to imperialist expansion had 
been at the expense of economic welfare. However this may be, 
defeat in the Second World War s tripped her of all she had gained 
from previous military successes. She lost her colonics and her 
spheres of influence on the continent of Asia; her great foreign 
investments, notably those in Manchuria and China Proper, were 
wrested from her; and her commercial dominance in the Far East 
was overthrown. What is more, in 1945 the economy of Japan 
Proper itself lay in ruins. Most of the cities had been devastated by 
air attack which had destroyed about a quarter of the housing 
accommodation of the country together with a high proportion of 
industrial buildings and plants. The amount of physical destruction, 
it is estimated, was equivalent to about twice the national income of 
the fiscal year 1948-9.^ At th? same time the economy had become 
structurally defective when viewed from the standpoint of peace-time 
needs. From July 1937, when the war with China began, the mobiliz- 
ation of the country’s resources for war had been pressed forward 
vigorously, and after the outbreak of the Pacific War in December 
1941 the economic order was transformed. Firms that had served 
the civilian market or the export trade were required to use their 
resources for war production or go out of business, and the capital 
equipment of the transport and other basic service industries was 
run down. The heavy manufactures greatly expanded, but the end 
of the war found many war plants without any useful function. 
Production and distribution had become disorganized and in 1945 
a violent inflation was in progress. Raw materials were then very 
J. B. Cohen, op. cit., pp. 406-8. 
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scarce and the townspeople were short of food and other necessaries 
of life. Most serious of all, morale had sunk very low. The people 
had lost faith in their leaders and the spirit of enterprise seemed to 
have abandoned them. The Occupation Authority (scap)^ was not 
merely concerning itself with day-to-day administration but was 
ambitious to achieve fundamental institutional reforms. 

Fifteen years later the country was independent, prosperous and 
progressive. The apparatus of social and economic life had been 
restored and much enlarged. Industrial production was probably 
three and a half times that of the middle thirties and, with the 
appearance of many new branches of manufacture, the whole 
structure of industry had been reshaped. Agriculture had participated 
in the economic advance, and the export trade, after a long hesitation, 
was rising fast. The institutional reforms set going by scap had been 
assimilated or modified, and economic organization had regained its 
former efficiency. Despite a growth in population of about 25 per 
cent between 1940 and 1960 and a very high ratio of annual invest- 
ment to the gross national product, the standard of lifjp ^ad risen, in 
town and country, well above the pre-war level. 

This remarkable achievement, matched only by that of Germany 
in the post-war world, must be explained in detail. But since the 
causes are numerous and complex, the explanation will be deferred 
until the main features of the recovery have been described. Between 
■ August 1945 and the end of 1960 several distinct phases of econOndc 
development may be distinguished. The first lasted until February 
1949. This was a period of economic confusion. The Government and 
the banking system poured out funds lavishly for the reconstruction 
of the basic industries at a time when savings were negligible and 
resources scarce.*^ These operations set going a violent inflation which 
raised the index of wholesale prices from 15 in April 1946 to 197 in 
March 1949 (1934-6= 1).^/Industry which was in complete collapse 
in 1945 recovered slowly and in 1948 industrial production was little 
more than two-fifths of that of 1937) Even in agriculture, the only 
branch of the economy in which there had been a substantial revival, 
output in 1948 was well below the pre-war level.^ An export tra^ 
hardly existed. The war-time destruction of the mercantile marine 

^ Supreme Commander of the Allied Powers, a term used to designate both a 
person and the Occupation Administration in general. 

* A new institution, the Reconstruction Finance Bank, was founded in 1947^ 
for this purpose. Its funds were obtained mainly by selling its debentures to the 
Bank of Japan. 

^ S. Tsuru, 'Business Cycles in Post-War Japan** in International Economic 
Association, The Business Cycle in the Post-War World, pp. 178 et seq. 

The statistical data on which the general statements are based were obtained 
from Economic Planning Agency, Japanese Economic Statistics and Economic 
Survey of Japan (various years). 
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together with the loss of foreign assets left Japan without any source 
of earnings from invisible exports. Even the modest recovery that 
occurred during these years depended on lavish aid granted'by the 
United States. 

The efforts of the Japanese themselves to organize recovery were 
frustrated by doubts about the political future. Japan was faced with 
a heavy bill for reparations from the countries she had devastated 
and with uncertainties about when it would be presented. Her 
freedom to reconstruct industries conceived to be of strategic value 
was narrowly restricted. The Occupation Authority was zealous for 
social and political reform, and its purpose was not merely to prevent 
the re-creation of a war potential but also to democratize the country 
by encouraging a wider diffusion of wealth and political and economic 
power. Business executives who had taken an active part in adminis- 
tering th^war economy, as well as political and military leaders, were 
‘purged’; The great aggregates of economic power, the zaibatsu, were 
dissolved, and an anti-trust law designed to prevent consolidations 
or cartels in the future was promulgated. A policy of land reform A^as 
introduced with the object of destroying the rural landlord class and 
transforming tenants into peasant proprietors. A series of labour 
laws and social reform measures aimed at increasing the power and 
well-being of the workers was passed by the Diet on the instructions 
of the Occupation Authority. These reforms, whatever their merits 
from the social and political standpoint, made no immediate 
contribution to economic recovery .y 

The period was brought to an abrupt end by an important change 
in American policy, the result of the deterioration in relations with 
Russia and the advance of the Communists in China. An impover- 
ished and enfeebled Japan, it was realized, would not serve America’s 
strategic interests, and as long as trade and industry filtered, the 
burden on the American tax-payer in providing ‘aid’ could not be 
relieved. The reformist temper was, therefore, moderated, and the 
energies of scap were henceforward directed primarily to economic 
recovery As a first step towards that goal inflation had to be checked, 
and a prbgramme of monetary stabilization drawn up in the early 
months of 1949 provided for a balanced budget and credit restric- 
tions^The success -of these measures prepared the way for industrial 
recovery, and by the beginning of the next year manufacturing 
production, though still less than before the war, was rising quickly. 
Meanwhile agricultural output had regained its pre-war level. 

The period of stabilization came to an end with the outbreak of 
the Korean War in June 1950. Large orders for Japanese goods were 
at once received on account of the United Nations forces, and in 
1951 industrial production exceeded the pre-war volume for the first"" 
time since 1944. Despite a rise in gener^ wholesale prices of more 
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than 50 per cent during the twelve months after the beginning of the 
Korean War, the balance of payments became very favourable, for 
the boom had been produced entirely by the great expansion in 
foreign demand. The war also affected Japan’s political relations 
with the West. It was now clear that she constituted a necessary base 
for the deployment of American power in the Pacific, and this 
consideration influenced the terms of the Peace Treaty and the 
Security Treaty which in the spring of 1952 restored sovereignty to 
the Japanese Government, while permitting the Allied Powers to 
maintain bases and troops in the country. ^ ^ 

An important economic consequence was that even after the end 
of the fighting Japan, whose own military expenditure remained 
very small, continued to benefit by United States’ procurement 
payments made chiefly in connection with American military estab- 
lishments. The expectation that ‘procurement’ would prove to be a 
precarious source of foreign income was not fulfilled. Between 1952 
and 1956 the payments amounted to 3,381 million dollars, equi- 
valent in value to more than a quarter of Japan’s commodity 
imports during that period. Even though there was a tendency to 
decline in subsequent years, procurement expenditure in 1958-9 was 
sufficient to pay for about 14 per cent of the imports.^ It is true that 
to the extent that these exceptional demands diverted scarce resources 
from other uses, they affected Japan’s competitive capacity in foreign 
markets. But since in the early and middle fifties the price elasticity 
of demand for Japan’s exports was probably low, it seems reasonable 
to conclude that the net eifect was to provide the country with a 
large and fairly steady foreign income which she would not otherwise 
have been able to earn. If this is so, then procurement expenditure 
contributed powerfully to industrial re-equipment and to the 
restoration of the pre-war level of consumption. 

I Even after the collapse of the war boom Japan’s industrial output 
continued to expand. By 1953 it was probably more than 50 per cent 
greater than in the middle thirties, and the real national income some 
30 per cent greater] Income per head had just about regained its pre- 
war level. During the war-boom, however, Japanese prices had moved 
out of line with world prices, and the country found itself with a 
stagnating export trade which produced difficulties with its balance 
of payments. As was to happen on subsequent occasions, the Govern- 
ment by imposing sharp monetary and fiscal correctives succeeded 
in restoring equilibrium j^t the expense of a short recession which had 
a salutary effect on industrial costs.lln 1955 economic expansion was 
resumed at a faster rate than ever and by 1957 it could be said that 
Japan’s recovery was complete. Most of her industries had been 
re-equipped and reorganized. Industrial production was probably 
See Table XXIll in Appendix B. 
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over two and a half times the pre-war volume, gross national product 
in real terms about 50 per cent higher and national income per head 
perhaps 10 per cent higher^ Even the export trade, which Md long 
been hesitant, went ahead very fast during this period. In 1954 it 
had amounted in volume to under half that of the middle thirties; 
by 1957 the proportion had risen to about nine-tenths. 

Despite the export expansion, rapid economic development again 
led to difficulties with the balance of payments, and when in the later 
months of 1957 the growth in exports was checked, the country’s 
reserves of gold and foreign currency began to run down. Again the 
Government applied corrective measures. Soon prices fell and the 
rise in industrial production was halted. Yet, as before, the recession 
was short. Costs proved to be sensitive to deflationary pressure and 
the way was prepared for a recovery which began towards the end of 
1958. During the next two years the economic advance was faster 
than ever. /In 1960 industrial production was well over twice that of 
1955.IThe export trade (in volume) had risen above, though not far 
above, the 1937 level, and Japan was earning a substantial surplus 
in her current transactions with the outside world. During the period 
from 1953 to 1959 the average rate of increase in gross national 
product is estimated to have reached 7 per cent per annum, which is 
far above that attained by any other country except Western Ger- 
many during the post-war period. It was also far higher than the rate 
achieved by Japan before the war; between 1925 and 1939 the annual 
rate of increase averaged 4-6 per cent.^ The rapid industrial growth 
was associated with a high rate of capital formation, and during the 
nineteen-fifties the proportion of the gross national product invested 
is believed to have been of the order of 30 per cent. The standard of 
personal consumption also rose considerably during the later years 
of the nineteen-fifties. Real wages advanced though more slowly than 
productivity. 

/ ( In the past the rural population had participated to only a limited 

/ extent in the material benefits conferred by economic development, 
but in the post-war period those benefits were more widely distri- 
buted. Agriculture had suffered less than industry from the upheavals 
of war and defeat, and the high food prices of the years immediately 
after 1945 together with the land reforms and the inflation (which 
wiped out farm debts) brought about a redistribution of income in 
favour of the farmers. During the nineteen-fifties rural standards of 
living continued to improve, though scarcely at the rate of those of 
townspeople. A contributory factor in this further advance was the 
growth in agricultural productivity./During the period of industrial 
disorganization just after the war ^ople crowded into agriculture 
and there was a large absolute increase in the size of the farming 
^ Fuji Bank Bulletin, June 1960, p. 1. 
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population for the first time for many decades. This trend was 
reversed as recovery proceeded, but the volume of agricultural 
output continued to rise as a result of improvements in agricultural 
methods, especially the application of greater quantities of chemical 
fertilizers and insecticides and the increased use of power machinery. 
The effect on the rice supply was indeed remarkable. Whereas before 
the war Japan had depended on Korea and Formosa for about a 
quarter of her rice consumption, during the later fifties the domestic 
rice output increased sufficiently to supply almost the whole of the 
population’s needs, even though numbers were 25 per cent greater.^ 
It is true that rice has lost some of its former importance in the 
Japanese diet, for more bread and other foods are now eaten.2 But 
this does not detract from the agricultural achievement, for besides 
producing more rice the farmer also enlarged his output of other 
products. During the nineteen-fifties the production of livestock, 
dairy products, fruit and vegetables was far greater than before the 
war. 

2. Structural Changes in Industry 

Japan’s achievements depended on her success in effecting massive 
structural changes, and these must now be described. First of all, it 
is clear that the progress has been mainly associated with the growth 
of secondary industry, for after the troubles of the immediate post- 
war years were surmounted, it was the manufacturing sector that 
went ahead most rapidly. Despite all the improvements in agricul- 
ture, that branch of the economy since 1950 has been responsible for 
a steadily diminishing proportion of the gross national product, and 
its share of the occupied population had also been falling. Mining, 
too, has made comparatively little progress, and the tertiary indus- 
tries, though very large and rapidly growing, include many trades 
where incomes are very low and under-employment common. The 
manufacturing sector has contributed most to Japan’s economic 
advance, but within that sector the most rapid growth has occurred 
in industries other than those which a generation ago were regarded 
as Japan’s special field of activity^. This is in continuance of a pre-war 
trend. During the thirties, despite the still overwhelming predomin- 
ance of textiles, industrial development was becoming increasingly 
dependent on the expansion of the metal, chemical and engineering 
industries. The war, as in other belligerent countries, accelerated the 
structural change. Textile manufacturers suffered particularly from 
the transference of resources to the heavy industries. Much of their 
capacity was scrapped to provide metal for munitions production, 

^ In the period 1955-59 rice imports amounted to only 6 per cent of rice 
production. 

* Consumption of rice per head has fallen by about 15 per cent since the war. 
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and in 1945 the cotton industry found itself with under 2 million 
spindles compared with 12 million in 1937. In the raw silk industry 
the whole basis of the raw material supply was drastically contracted 
through the substitution of food crops for mulberry trees in the 
former silk-raising areas. 

During the early years of reconstruction, efforts were directed 
towards restoring capacity in these war-contracted trades. Yet in 
1951 the volume of textile production was only half that of 1937, and 
it was not until 1959 that pre-war production was exceeded. Within 
the textile group itself important changes took place. In the late 
nineteen-fifties the annual production of cotton yarn and fabrics had 
still not completely recovered and the output of raw silk was under 
half the pre-war amount. The production of silk fabrics was also 
much lower. On the other hand, the output of wool yarn and fabrics 
had been well maintained, and the rayon industry, especially the 
section concerned with spun yarn and fabrics, was far larger than 
ever before. After 1950 Japan built up a synthetic fibre production 
which expanded very fast towards the end of the decade. The old- 
established textiles based on natural fibres, either imported or 
produced by the native peasantry, had to a considerable extent given 
place to textiles composed of man-made fibres produced in large 
plants from native raw materials. 

In all the other major industrial groups, apart from mining, output 
in the late fifties was considerably greater than before the war, but 
the outstanding development took place in the metal, chemical and 
engineering groups. In 1960 the output of steel (in tons) was about 
four times greater than in 1937, and the range of the finished steel 
output had been extended and its quality improved. The volume of 
output of machinery and chemicals had grown even more than that 
of steel. Within each of these groups certain trades grew especially 
fast. By the late fifties Japan had become the world’s leading ship- 
builder, a very large supplier of electrical apparatus and electronic 
equipment and an important manufacturer of motor vehicles. Several 
industries which were of little significance to her economy before the 
war had grown into substantial industries; examples are to be found 
in the manufacture of scientific instruments, cameras and sewing 
machines. The chemical industry had added a variety of products, 
including derivatives of the oil-refining process now undertaken on a 
large scale.^ There was hardly any modem industry in which Japan 
did not possess some representative plants. ' 

The net result of these changes was that whereas in 1936 the textile 
trades as a whole were responsible for about 29 per cent of the gross 
value of factory production and for about 38 per cent of factory 
employment, in the late fifties the proportions had fallen to 13 per 
cent and 20 per cent respectively. The metal, chemical and engineer- 



ECONOMIC RECOVERY AND EXPANSION, 1932-37 177 

ing groups, which together turned out about a third of the total value 
of factory production in 1930 and for rather more than a half in 
1936, had raised its share to well over three-fifths by 1959. Thus 
Japan’s industry by the end of this period had assumed a structure 
characteristic of that of other leading industrial countries, and it was 
copstantly being extended in scope. 

^ reliable index of Japan’s industrial advance is given by her 
-power consumption. During most of the post-war period her coal 
output was well below that of the nineteen-thirties and even in 1959- 
1960 it was only slightly greater, with the result that she had to rely 
increasingly on imports. As in other countries, however, oil became 
a major source of power during the fifties. In 1958-9 her imports of 
petroleum and petroleum products were four times those of the 
middle thirties. The amount of electric power generated rose from 
30 million kWh in 1937 to 73 million in 1956 and 99 million in 1959. 
Of the total energy supplied in that year coal accounted for 38 per 
cent, water power for 28 per cent and oil for 30 per cent.) 

3. Foreign Trade 

the past Japan’s industrial growth had been closely bound up with 
the development of her foreign trade. During the post-war period, 
while the structural changes already described were clearly reflected' 
in the composition of the exports, the relationship between the 
quantity of industrial output and the volume of exports was less 
obvious than formerly. It has already been shown that exports were 
very slow to recover and that even in 1960 their growth compared 
very unfavourably with that in production. The reasons for this 
disparity must be examined. In the nineteen-thirties Japan depended 
on two great regions both as markets and as sources of supply, 
namely East Asia and the United States. South East Asia followed 
at some considerable distance. The pattern of commodity trade 
between Japan and these regions was clearly marked. The United 
States bought from her raw silk, canned fish, tea and pottery, and 
supplied raw cotton, mineral oil, wheat, steel scrap and engineering 
goods. East Asia and South East Asia bought textiles and miscel- 
laneous goods and, in addition. North China and Manchuria were 
important customers for machinery and other capital goods in 
consequence of Japan’s investment in those countries. Imports from 
Asia consisted of raw materials and semi-products (cotton, rubber, 
vegetable oil, mineral oil, ores and metals) and also food (especially 
rice from Formosa and . Korea, sugar from Formosa and soya 
beans from Manchuria). In China, Manchuria and the Japanese 
colonies, which all formed part of the *yen bloc’, the Japanese traded 
on privileged terms. 

The basis of this great export was destroyed by war and by 

M 
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subsequent territorial changes. The complex fabric of trade between 
Japan Proper, her colonies and Manchuria was torn apart by the post- 
war political settlement. Japan’s privileges in those marKets dis- 
appeared, and with the appearance of New China and the dismem- 
berment of Korea, those regions ceased to count as valuable markets 
or sources of supply. The raw silk trade to the United States suffered 
a steep and permanent decline through the coming of nylon. At the 
same time conditions became unfavourable for the revival of exports 
of cotton textiles to other Asian countries where domestic textile 
industries greatly expanded during and after the war. So Japan, in 
rebuilding her trade from its foundations, had to seek new markets 
and new sources of supply. She was assisted by the general buyoancy 
of international trade and, for a time, by the inability of her chief 
competitors to deliver certain classes of manufactures quickly. Even 
so she could hardly expect any rapid recovery in her exports. 

When at length the trade was restored to its pre-war volume, it 
presented a sharp contrast to that of the thirties in regard to both 
markets and types of goods. Although textiles still occupied a larger 
place in Japan’s trade than in that of other great industrial countries, 
their relative importance in the late fifties was much less than in 
pre-war times. Their composition had also altered profoundly; rayon, 
synthetic fibre and woollen and worsted goods now ranked with 
cotton among the chief textile exports. The main successes, however, 
were in other directions. Japan created a large and widely distributed 
export of both light and heavy engineering goods (machinery, 
railway materials, ships, electrical equipment, sewing machines) and 
of highly finished instruments, such as cameras and binoculars. She 
supplied large quantities of steel to foreign buyers at a time when the 
Western steel makers lacked capacity to meet tjxe urgent world 
demand. She much enlarged her exports of chemicals, both heavy 
chemicals (including fertilizers) and pharmaceuticals. Before the war, 
except in textiles and certain artistic products, Japan tended to serve 
the lower end of the various trades. Today she exports a wide variety 
of finished goods of high quality. The structure of the import trade 
also changed. Textile materials diminished in importance, and 
imports of fuel, especially of oil, greatly increased.^ For the first ten 
or twelve years after the war food imports made up a larger part of 
the total trade than formerly, but in very recent years, despite the 
growth in the population, they have tended to decline because of the 
growth in domestic food production. 

^ The shift to oil as a source of energy has greatly increased Japan's reliance 
on overseas supplies of fuel. In 1934-36 about 19 per cent of the country's energy 
needs were supplied by imports. In 1962 the proportion is expected to be 33 per 
cent. The percentage of fuel imports to total imports was 5 in 1934-36 and 16 in 
1959. 
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Equally important changes took place in the geographical distri- 
bution of Japan’s commerce. Her trade with North East Asia became 
insignificant after the war. South East Asia, on the other hand, rose 
in importance and the United States moved into the position of chief 
customer and supplier. In general, Japan’s trade became more 
widely distributed than formerly, although tjie growth of some 
mark ets w as frustrated by restrictioiw. For exain^f the United 
Ki ngdom anTcenain oihci- countriesTiave still not accorded her the 
benefits associatecT^ith full membership of gatt, and Japan’s' 
traders have been obliged to limit their sales, even in the United 
States, for fear that their low-priced competition would provoke the 
American Government to introduce import quotas. Japan has been 
on weak ground in pressing for a more liberal policy on the part of 
governments, because she herself long maintained various types of 
import restriction as well as controls that had the equivalent effect 
of export subsidies. These controls have lately tended to become 
milder, and one may expect that in future Japan’s influence will be 
thrown on the side of free, multilateral trade, since her continued 
progress must in part depend on easy access to foreign markets and 
sources of supply. The outstanding fact about her post-war trading 
position up to 1960, however, was that industrial development was 
able to proceed so far despite the modest recovery in the export 
trade. In other words, the ratio of the value of exports (and imports) 
to the gross national product, which used to be high, is now low 
compared with that of most other countries. This raises a question 
which will be considered when the causes of Japan’s economic 
recovery are being analysed towards the end of this chapter. 

4. Economic Policy and the Zaibatsu 

' From this review of the course of production and trade we now turn 
to consider Government policy which has profoundly influenced the 
post-war organization of industry and agriculture and the modus 
operandi of the economy as a whole. Any account of Government 
policy in this period must begin with the revolutionary changes 
introduced by scap in the early years of the Occupation. Those 
changes may be considered under three heads, first, the dissolution 
of the zaibatsu and the attempt to decentralize economic control, 
secondly, the land reforms, and, thirdly, the labour laws. We shall 
briefly describe each of the policies in turn and analyse its effects on 
economic organization. . 

During the course of the Second World War concentration of 
control within the economy had greatly increased. The zaibatsu^ 
both the older groups and the shin-zaibatsUy were closely associated 
with the Government in running the war economy; the heavy sector 
of industry which had always been in their hands was the sector 
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that expanded; and the war-time concentration of the banking 
system raised the already dominant importance of the zaibats^ banks. 
The Occupation Authorities in 1945 were determined to destroy what 
they believed to be the main obstacle to the development of demo- 
cratic institutions and a liberal economy, and although their zeal 
diminished in later years, the policy of dissolving the zaibatsu was 
pursued until the Occupation ended. The methods employed to 
achieve the aim have been described in detail elsewhere.^ Here it is 
sufficient to say that they were intended to destroy the power and 
wealth of the zaibatsu families and to dissolve each group into 
numerous independent enterprises. The dissolution applied not only 
to the main holding companies, in which power was centred, but also 
to many of the major subsidiaries, such as the trading companies of 
Mitsui and Mitsubishi which were broken up into a very large 
number of separate undertakings. Nor was the dissolution confined 
to the zaibatsu. It was extended to the ‘National Policy’ companies, 
that is to say, the semi-official concerns which had been founded 
during the nineteen-thirties for the purpose of strengthening the 
Government’s control over the economy. Two of the best known of 
these companies were the Japan Iron and Steel Company and the 
Japan Electricity Generation and Transmission Company. An anti- 
monopoly law passed in 1947 was intended to extend further the area 
of competition and to prevent the re-emergence of great con- 
cerns. 

:\By the end of the Occupation the zaibatsu empires were in frag- 
ments and initiative in the nation’s economic affairs had passed from 
the banto, or managers, to Government officials. Concentration of 
control had thus been increased rather than destroyed by the Ameri- 
can policy. After 1952, however, the concerns of the former zaibatsu 
began to draw together again, and by the late nineteen-fifties the 
three major zaibatsu, Mitsui, Mitsubishi and Sumitomo, were again 
in control of a mass of industrial and financial undertakings of many 
kinds. The great trading companies of Mitsui and Mitsubishi had 
gradually been re-formed by the assembly of the parts into which 
they had been dissolved, and the zaibatsu banks which had escaped 
dissolution had become the pivot of each empire.^ On the other 
hand, the lesser zaibatsu, whose enterprises had also been affected 
by the policy, and the shin-zaibatsu, many of whose enterprises had 
been lost when Manchuria passed out of Japanese control, found 

^ See especially T. A. Bisson, Zaibatsu Dissolution in Japan; also G. C. Allen, 
Japan's Economic Recovery, Chap. IX. 

* Yasuda, the fourth zaibatsu in order of size, did not emerge in its old form 
or under its old name. The Fuji Bank, the successor of the Yasuda Bank, has 
become the largest of the city banks, but no re-grouping of the former Yasuda 
industrial concerns has taken place. See G. C. Allen, op. cit., pp. 138-44. 
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difficulty in re-grouping their undertakings. Some of these, however, 
later developed into large businesses in their own right. 

Although the zaibatsu by 1960 again occupied a position of great 
power in the Japanese economy, they were hardly as dominant as in 
their heyday. They had owed their position partly to their function 
as agents of Government policy but mainly to the scarcity of modern 
entrepreneurial skill and of capital in a society intent upon rapid 
development. Managerial and technical skill and knowledge capable 
of handling the problems of a modern economy were now more 
widely diffused in Japan. The sources of investment capital had 
become more numerous and many great industrial undertakings with 
diverse interests were able to develop without being linked by com- 
mon ownership and control with banks and other financial institu- 
tions. It remains true, however, that control over the large-scale 
sector of the economy is still highly concentrated and that the three 
great zaibatsu are again at the centre of the scene. With the further 
development of the science-based industries, which demand very large 
capital resources and often technical co-operation with great foreign 
concerns, their role is unlikely to lose its importance. 

In the emergence of the present industrial organization, the 
Government also has played a leading part. In the early post-war 
years economic control was strongly centred in the State. Later, as 
the result of the transference of the ‘national policy’ companies to 
private enterprise and the revival of the zaibatsu, direct control by 
the Government diminished. Indced,the public sector in the nineteen- 
fifties was a good deal smaller than before the war and certainly 
smaller than in many Western countries. This, however, should not 
lead to an underestimate of the influence of the Government in 
directing the economy. As in the past, Government and industry 
have been closely associated in working out national economic 
policy. From such association the plans regarding the future size 
and shape of the Japanese economy proceed.^ These plans are not 
merely estimates of the future, for the Government is able through 
various fiscal devices and through the operations of its financial 
institutions, such as the Japan Development Bank, to encourage or 
to compel growth along the approved lines. Where the main economic 
power resides — in Government or in great business — is difficult to 
determine today, as it was in the past. The war may ha^e made less 
difference in this respect than at one time seemed likel^^ 

An identity between past and present conditions can also be seen 
in the dichotomy between the large-scale sector of industry where 

^ The latest plan, which provides for the doubling of the national income 
between 1961 and 1970, was prepared by the Economic Planning Agency. The 
previous plan covered the years 1958 to 1962. See references in Bibliography, 
pp. 231. 232. 
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control is strongly concentrated, and the sector composed of a vast 
concourse of small and medium-sized, highly competitive firms. This 
contrast, clearly marked before the war, was not destroyed by the 
growth of Japanese industry nor by its structural transformation 
after 1945. It is difficult to find comparable figures for pre-war and 
post-war periods, but such statistics as are available support the 
conclusion that as yet no profound change has occurred in the 
distribution of employment among small and large workplaces. In 
the early post-war years it is even probable that the importance of 
the small and medium firms increased, for at that time large-scale 
industry had not yet been rehabilitated. During the early fifties the 
large firms again went ahead, while the recession of 1953-4, like 
that of 1949, drove many small undertakings out of business. On 
the other hand, they appear to have stood up well to the recession 
of 1958.^ This contrast in experience is significant, and a glance at its 
causes suggests that the identity between pre-war and post-war times 
may be less complete than at first appears. For an increasing number 
of the small firms during the last decade consisted of sub-contractors 
in the newer industries (especially in the newer branches of engineer- 
ing) which maintained production well during the 1958 recession. 
Many of these sub-contractors have been equipped by the larger 
producers whom they serve. Independent small firms in the textile 
and consumer-goods industries suffered more seriously, despite their 
efforts to save themselves by turning to new lines of products. 

On the whole, it seems that the smaller units are better equipped 
than a generation ago and that their efficiency has improved. Some 
of them, notably in such industries as the motor components trade, 
have grown out of their class with the development of the industry 
they serve. Yet although prosperity has lapped over from the large- 
scale to the small-scale sector during recent years, the dichotomy 
persists. Productivity is still much higher in the larger firms and the 
wage disparities remain. In 1959 average monthly wages in establish- 
ments with from ten to ninety-nine workers came to only 57 per cent 
of those paid in establishments with 1,000 workers and over. The 
removal of this distinction between the two economic worlds of 
Japan is recognized as one of the major tasks of economic policy for 
the next decade.* When it is achieved, it will inevitably lead to a 
profound change in the way the Japanese economy works, a point 
to be considered in the last section of this chapter. 

5. The Reconstruction of the Banking System 

The post-war history of the banking system also illustrates the strong 

^ Economic Planning Agency, Economic Survey of Japan, 1958-59, p. 141. 

‘ Economic Planning Agency, New Long-Range Economic Plan of Japan 
{1961-70), pp. 98 et seq. 
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thread of continuity that runs through Japan’s institutions, even 
though they may be subjected from time to time to disruptive 
influences, or compelled to adapt themselves to considerable changes 
in their environment. During the war highly centralized control over 
the banking system was imposed, mainly through the agency of the 
central bank. To facilitate effective control the Government enforced 
amalgamation among the commercial banks, with the result that by 
the end of the war their number had been reduced to sixty-one. The 
functions of many other banks changed. For instance, the Industrial 
Bank of Japan in the early years of the war became the Govern- 
ment’s instrument for financing the war industries under official 
guarantees. 

The reconstruction of the system after the war was at first closely 
affected by the policy of scap. That authority, as we have seen, was 
anxious not merely to break up private concentrations of economic 
power but also to loosen the State’s control over processes and 
institutions. Therefore, besides separating the zaibatsu banks from 
other undertakings in the same group so as to destroy the integration 
between finance and industry offensive alike to liberal opinion and to 
the principles of good banking practice, scap also ordered that the 
special banks, which it regarded as instruments of Japans’ imperialist 
policy, should be closed or transformed into ordinary commercial 
banks. This put an end to the colonial banks and the Yokohama 
Specie Bank, while the Hypothec Bank and the Hokkaido Develop- 
ment Bank became commercial banks. Since most of the specialist 
savings banks and trust companies ceased to exist as separate 
institutions during or shortly after the war, the former variegated 
pattern of Japanese banking, composed of institutions with distinct 
functions, disappeared. 

Gradually, in the course of the next decade, a structure in many 
though not all respects similar to that of the pre-war period was 
re-established. In 1952 a special category of long-term credit bank, 
with the privilege of raising funds by debenture issues, again came 
into existence; one of them was the former Industrial Bank of Japan 
which in effect resumed its previous role though it was now inde- 
pendent of Government control. About the same time several new 
financial institutions, owned or directly controlled by the Govern- 
ment, were set up, including the Export-Import Bank, for making 
loans in connection with the export, the Japan Development Bank, 
for long-term lending to the basic industries. Various other banks, 
partly financed by the Government, were founded for particular 
purposes, for example, to finance small businesses, and to provide 
for long-term investment in agriculture, forestry and fisheries. 
Finally, by a law of 1954, a specialized foreign exchange bank was 
re-established, namely the Bank of Tokyo. Thus, by the middle 
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fifties, the ‘reverse course’ in finance seems to have been completed.^ 

Other identities with the pre-war situation can also Ije found, 
namely the part played by the Trust Fund Bureau^ (which receives 
the postal savings of the people) in financing the Government and its 
special financial agencies, the dependence of industry on bank loans 
rather than on the securities market for investment resources, and 
the generally undeveloped state of the money market which has 
always presented special problems of credit control to the Bank of 
Japan and the Government. But the resemblances with the past 
should not be over-stressed. Concentration has been carried much 
further than before the war among the ordinary banks. Twelve city 
banks (apart from the Bank of Tokyo) and sixty-four local banks, 
each with numerous branches, now make up this sector of the 
banking system which twenty years ago was composed of some 
hundreds of separate institutions. With the rise in incomes, Japanese 
investors arc beginning to enter the securities market instead of 
putting their savings into fixed deposits in the banks. The Bank of 
Japan is beginning to make use of modern techniques of credit 
control and the bank rate has become a more effective instrument 
than formerly. In finance, as in other branches of the economy, Japan 
faces special problems and prefers her own solution of them, but she 
is eclectic and adaptable, ready to experiment with novel devices 
and to change her methods when circumstances require it. 

6. The Rise of Labour Organizations 

The work of the Occupation Authorities in the sphere of industrial 
organization failed to survive the restoration of sovereignty to the 
Japanese Government, but other reforms endured, notably those 
affecting industrial relations and agriculture. These will be treated 
briefly in turn. In pre-war Japan trade unions existed precariously. 
Apart from political and social factors unfavourable to workers’ 
organization and the development of collective bargaining, the 
underlying conditions were hostile; for example, the constant flow of 
new recruits into urban employments from the over-populated 
countryside, the vast number of small firms and work places, the 
high proportion of females (whose industrial life was short) among 
the factory workers. Only the seamen and the transport workers 
possessed effective organizations, and the right of collective bargain- 
ing had been conceded only in a few cases. In the political climate 
of the thirties, the disabilities suffered by the unions tended to 
increase, and their membership declined. In July 1940 the Govern- 
ment dissolved all independent labour organizations. 

^ The process of modifying or getting rid of the institutional reforms of the 
Occupation period is known as *Gyaku~kosu\ or ‘Reverse course*. 

* Formerly called the Treasury Deposits Bureau. 
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The Ocxjupation Authorities thus had little to build on, when as 
part of their task of democratizing Japan, they set out to create a 
trade union movement and to introduce legislation designed to 
improve working conditions. Yet their measures were effective and 
comprehensive. By a series of laws, the Trade Union Act and the 
Labour Relations Act of 1946, and the Labour Standards Act of 
1947, the workers were given the right to organize, to bargain 
collectively and to take strike action, while employers were penalized 
for failure to afford recognition to the unions. Machinery was set up 
for conciliation and arbitration in industrial disputes; and improved 
labour standards, which applied inter aha to hours and conditions 
of work were laid down. Welfare provisions, such as industrial 
health insurance and workmen's compensation for accidents, were 
also introduced. 

The result was startling. The number of trade unionists rose from 
none at the end of the war to nearly 6f million in 1948, and the 
unions quickly launched themselves on a career of militant activity 
which SCAP soon had to restrain in the interests of economic effici- 
ency. After the introduction of the first deflationary plan in 1949 
management regained much of its former power and the trade union 
movement suffered a set-back. Subsequently, the favourable legal 
conditions were modified and in the fifties the path of the trade 
unions became rougher. But they remained well-established institu- 
tions, even though their organization and methods of bargaining 
differed markedly from those of their Western counterparts. The 
typical union and real locus of power in the movement became the 
‘enterprise union’, that is to say, a union whose members were drawn 
from persons employed by a particular firm, and the national bodies 
to which these unions became affiliated were in most cases merely 
co-ordinating bodies concerned primarily with political objectives. 
The ‘enterprise union’ may be regarded as the result of the impact 
of the new labour legislation on the existing form of industrial 
organization and the traditional system of industrial relations. It has 
considerable positive advantages for an economy where there are 
wide variations in scale of operations and technique among firms in 
the same industry. 

If Japan’s essay in trade unionism led to the emergence of some 
novel types of organization, the increase in the power of the workers 
and the changes in the industrial system* left largely intact the methods 
of wage payment long familiar to Japanese industry. There is still no 
‘rate for the job’. Apart from a basic wage dependent upon the work 
performed the monthly earnings of a typical worker are made up, 
as in the past, of numerous constituents which include allowances for 
age, education, length of service, family responsibilities, housing, 
transport and cost of living. In addition, workers receive bi-annual 
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bonuses which vary with the prosperity of the firm and are sometimes 
the equivalent of several months’ wages, and they are entitled to 
allowances on dismissal or retirement. All this applies to the per- 
manent or established workers for whom the employer accepts 
responsibility. The temporary workers who make up a substantial 
fringe in many trades enjoy less security and receive less considera- 
tion from the employer. The growth of trade unions and the new 
laws do not seem to have disturbed this system. Its relation to the 
functioning of the Japanese economy as a whole and in particular 
to certain critical phases of the post-war recovery will be discussed 
later. 

7. Land Reform 

The intervention of scap in Japanese agriculture had the most far- 
reaching consequences of all the economic policies of the Occupation 
period. It was based on the view that the rural landlord constituted 
the backbone of Japan’s militant nationalism and that popular 
support for the ‘Fascist’ movements of the thirties was derived largely 
from the peasants’ poverty and discontent. The Occupation Authori- 
ties, therefore, decided to destroy the landlord class and to convert 
the tenants into peasant proprietors. This process was set going by 
the Owner-Farmer Establishment Law of 1946 which, in broad terms, 
provided that landlords should be dispossessed by the Government 
of all land in excess of a small-holding and that this land should be 
sold by the Government to the former tenants. The vast transaction 
was practically completed by the end of 1949, and by then the ratio 
of tenanted land to the cultivated area had been reduced from 46 
per cent to 8 per cent. The money compensation due to the landlords 
under the scheme proved in practice to be insignificant because of 
the inflation which coincided with the land reform. The inflation also 
wiped out other forms of rural indebtedness. Thus the landlords were 
in fact expropriated and rural Japan became predominantly a land 
of peasant proprietors. 

This redistribution of incomes naturally led to a rise in the farmers’ 
standard of living. In the early post-war years high food prices and, 
later, increased opportunities for other than agricultural employ- 
ments that arose through the spread of industry into country areas 
and through improved communications, also favoured them. At 
first these benefits were partially offset by the increase in the size of 
the agricultural population and, in certain areas, by the loss of income 
from raw silk. But in the later fifties industrial expansion was accom- 
panied by an active demand for labour from rural areas, ^ while 

^ One effect of this was considerably to increase the proportion of what are 
classified as ‘part-time farm households’ to total farm households. 
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agricultural productivity rose through the increased use of chemical 
fertilizers and methods of pest control and through mechanization 
and diversification. Japanese agriculture which before the war was 
highly specialized to rice and other cereals became increasingly 
concerned with livestock, fruit and vegetables, Formerly the farmer 
made little use of power machinery. After the war, despite the inherent 
difficulties of introducing certain types of agricultural machinery 
into very small farms, mechanization advanced rapidly. Over much 
of the countryside the former sharp contrast with city ways of life 
became less sharp than a generation ago. 


8. The Causes of the Recovery: An Analysis 

The sweeping economic successes of Japan in the last decade are not 
in question. There is general agreement about the broad features of 
the recovery and the advance. But an analysis of causes must raise 
controversy. It is not to be expected that any explanation of the 
reasons for Japan’s outstanding accomplishments would be generally 
acceptable. Nevertheless, this chapter would be incomplete if none 
was offered. 

In the first place the American co nt ribution to Japan’s rehabilita- 
tion is difficult to exaggerate. It may be that in the first years of scap 
preoccupation with reform impeded recovery. Yet without the ‘aid’ 
furnished so lavishly by the Americans at that time Japan might have 
plunged further into ruin, and the foundations of recovery could 
certainly not have been laid. Similarly, in the period after 1952 
the heavy procurement expenditure supplied Japan with dollars 
which enabled her to re-equip her industries at a time when the 
export trade was still very small. Even the reforms themselves 
cannot be lightly dismissed as a means to economic progress. Some 
of them were out of tune with Japan’s purposes and did not long 
survive. But others, of which the land reform was the outstanding 
example, endured and contributed not merely to social stability but 
also to economic efficiency. 

In the second place, Japan was favoured by fortune at critical 
moments in her post-war career. In particular, the Korean W ar, 
which came at a time when ‘aid’ was drying up, was the origin of the 
procurement expenditure which sustained the economy for several 
years. Again, t he world investment boo m of t he middl e fflies helped 
to rescue Japan from her balance of payments difficulties by leading 
to an exceptionally large foreign demand for Japanese goods, 
especially ships. Up to that time Japanese economists and business- 
men had been pessimistic about their country’s future, insisting 
that Japan was a ‘marginal supplier’, would be the first to suffer from 
a recession in world demand, and was heavily dependent upon 
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precarious sources of income such as procurement. In fact, Japan 
was more successful than most countries in keeping her costs down 
during the fifties, and her temporary sources of income turned out 
to be remarkably long-lived. 

Some of the pessimism resulted from the laggardliness of the 
export revival. So we are led to consider how it was that Japan, 
despite her very modest export performance, was able to finance the 
volume of imports required for her great industrial expansion; 
American procurement by no means provides the complete answer. 
First, although the volume of imports recovered far more rapidly 
than exports after the war, in 1953-4 it was still only about three- 
quarters of the pre-war level and not until 1956 did it rise above that 
level. The volume of industrial production and the real gross 
national product were by then far higher than pre-war. Even the great 
surge forward in production after 1958 was accomplished with a 
relatively small increase in imports; in 1959-60 their volume was only 
8 per cent greater than in 1956-7, although industrial production 
was up by more than 50 per cent. How did Japan succeed in econom- 
izing in imports without retarding recovery? Part of the explanation 
is to be found in the change in the country’s industrial structure — 
the transference from textiles, which, apart from raw silk, used to 
depend heavily on overseas raw materials, to types of product the 
import-content of which is relatively small. Furth er, within 
particular industrial groups, a notable substitution of home-produceef 
for imported materials has taken place. In textiles, for instance, it is 
not merely that cotton has been replaced to a large extent by rayon 
and synthetic fibres, but also that, in the manufacture of rayon, 
domestic pulp has taken the place of foreign pulp. In the production 
of nitrogenous fertilizers the former import of soya bean cake from 
Manchuria has given way to ammonium sulphate produced syn- 
thetically, and in the pig iron trade technical changes have made it 
possible for domestic supplies of iron sand and sulphuric acid dross 
to be used to a far greater extent than formerly. Finally, in the later 
fifties, dependence upon overseas sup plies of food declined with the 
expansion of domestic food production. These changes were only 
in part the concomitant of technical advances in Japan. To some 
extent they were the result of a deliberate policy of trade diversion. 
Under the Government’s economic plans for the next ten years it is 
proposed to carry these tendencies much further, but this may be 
difiicult to accomplish if commercial policy becomes more liberal. 
Another factor that helped Japan to finance her imports was the 
reconstruction of her mercantile marine. This enabled her to avoid 
the large deficit on shipping services which she had to meet in the 
early post-war years. 

So far we have taken a synoptic view of her post-war career. There 
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were, however, several periods in which rapid industrial expansion 
and heavy investment brought about serious disequilibria in the 
balance of payments, and it must be emphasized that by no means the 
least important factor in Japan’s progress was her skill in coping 
with that problem. In 1953-4 and in 1957-8, when rapid expansion 
threatened to disrupt her cost structure and to deplete her foreign 
exchange reserves, the Government ruthlessly applied monetary and 
fiscal measures which were effective in checking the rise in costs and 
in quickly restoring equilibrium. On both occasions the check was 
administered so as to prepare the way for the advance that soon 
followed the short-lived recession. 

The analogy with the period from 1927 to 1937 is close but not 
exact. The disciplinary effects of the deflation of 1927-31 certainly 
led to a sharp reduction in industrial costs and in some measure laid 
the foundations for the advance in output and exports during the next 
six years. But that advance was accompanied by a steep decline in 
the exchange value of the yen and by heavy investment in the 
strategic industries at home and on the Continent. The result was a 
fall in the terms of trade (although because of the increasing efficiency 
of Japanese industry the fall was much greater in the barter than in 
the factoral terms of trade), and there was a decline in real earnings 
over a large part of the economy. The recovery of the nineteen- 
fifties, on the other hand, was achieved without any deterioration in 
the terms of trade — indeed they improved considerably in the later 
fifties — while real wages in manufacturing industry and agricultural 
incomes increased.^ It is not without importance that Japan’s 
military expenditure in this period was so small; for the first lime in 
modem history she was able to devote her resources almost exclu- 
sively to economic development.^ 

We are still left with the question of why the deflationary measures 
were so successful. How was it that the inflationarv trends insepar- 
able from rapid industrial expansion were so quickly stamped out 
without checking for more than very brief periods the upward move- 
ment in investment and production? The explanation is to be found 
; n certain well-known features of the economy, especially the large, 
highly competitive small-scale sector of industry and the peculiar 
wage system already described. Despite all the changes of the post- 
war years the former has retained its vitality and the latter its distinc- 
tive character. In consequence, Japan’s costs, including wage costs, 

^ But not nearly as fast as productivity. Between 1955 and 1960 wages arc 
estimated to have risen by 22 per cent, productivity in manufacturing industry 
by 55 per cent. 

* In recent years only about one-tenth of the central Government’s expenditure 
has been on defence, compared with well over two-fifths in the middle thirties. 
Defence expenditure in the late nineteen-fifties was under 2 per cent of the 
national income. 
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have responded very readily to deflationary pressure. Even in large 
businesses the system of wage payment has created intimate links 
between the profits of the firm and the wages of the employees, with 
the result that output could be well-maintained even in times of 
falling prices. But the main effect was to be seen among the small and 
medium firms among whom competition has always been keen and 
wages exceedingly sensitive to changes in economic conditions. In 
these circumstances the authorities found it comparatively easy to 
eliminate inflationary tendencies by monetary and fiscal measures, 
and it has been possible for the Japanese economy to grow very fast 
without giving rise to troubles with her balance of payments that 
were resistant to remedial measures. This responsiveness to deflation- 
ary pressure has been almost as important to Japan’s economic 
success as the investment of a high proportion of her national 
income.^ 

There are, however, signs of change. Cost and wage plasticity and 
the vitality of the small-scale sector have depended on the constant 
flow of labour from the countryside into urban employments. This 
ample supply of fresh recruits for industry has indeed lain at the root 
of Japan’s capacity to maintain a high rate of industrial expansion. 
But agricultural prosperity has lately raised the supply price of 
industrial labour and the small-scale sector has begun to enjoy more 
completely the benefits of the industrial advance. There are some 
indications that the disparities in wages between large and small 
firms, though still wide, are tending to diminish. If these tendencies 
persist, the plasticity of industrial wages and costs are likely to be 
reduced. The economy may then become less resilient than in the 
past and Japan may face problems of the same order as those that 
perplex the older industrial nations of the West. 

In seeking to analyse the causes of Japan’s post-war successes we 
have necessarily focused attention upon a few of the major economic 
influences. But the explanation so far given is by no means complete. 
The causes of her recovery as of her progress in the Meiji era must 
also be sought in certain features of her social and political organiza- 
tion, her comprehensive educational system, her admirable methods 
of technical training and her competent Civil Service. It is remarkable 
that the cohesion of Japanese society should have been preserved 
throughout the years of defeat and ruin; otherwise economic recovery 
would have been impossible. The older forms of economic organiza- 
tion and leadership survived the policies of the Occupation and again 
played their part in promoting progress. At the same time Japan 
showed a capacity for assimilating reforms thrust upon her from 

^ Prices have been remarkably stable over the whole period since 1952 , despite 
fairly considerable short-term fluctuations. Average wholesale prices for 1958-60 
were just about at the 1952 level; retail prices were up by only 4 per cent. 
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outside when she judged them to be in accord with her own purposes, 
and some of these exerted a stimulating effect on the economy. This 
does not apply merely to such economic measures as the land 
reforms. The release of fresh energies by the post-war political 
reforms may be compared with the effects of the revolutionary 
political changes at the time of the Restoration. The new freedom 
kindled many fires. 



APPENDICES 


Japanese Term 
Bakufu 
Chonin 
C Jiosen 
Daimyo 
Detchi 

Dogyo Kumiai 
Genro 
Geta 
Goyokin 

Gyaku-Kosu 

Habutae 

Han 

Hibachi 

Joka-maciii 
Junsenji Kcisai 
Kabu 

Karafuto 
Kawase-gumi 
Kogyo Kumiai 
O-bon 


Meibulsu 
Rangaku 
Sake 
Samurai 
Sangyo Kumiai 
Sankin Kotai 


Shogun 

Shokunin 

Taiwan 

Tonya, or Toiya 


GLOSSARY 


English Equivalent 

The feudal government as carried on by the Shogunate 

The merchants 

Korea 

Feudal lord before the Restoration 
Apprentice 

Trade association or guild 
Elder Statesman 
Wooden footwear 

Money for government use; may be compared with 
the Tudor benevolences 

Reverse course; the process of disentanglement from 
the Occupation reforms 
A silk fabric 

A fief or clan ruled by a daimyo 

A brazier of pottery, wood or metal, used for warming 

Japanese houses 

Gasllc towns 

Quasi-war-time economy 

Share, or membership privilege, as applied to the 

former guild system 

Japanese Saghalien 

Exchange company 

Manufacturers’ association or guild 

Festival of the Dead, held annually in mid-July. The 

ancestral spirits are supposed to visit the living 

members of their families 

Speciality products 

Dutch learning 

Alcoholic drink distilled from rice 
A member of the military class in feudal Japan 
Co-operative society 

Alternate attendance, referring to the obligation im- 
posed on daimyo of residing for part of each year in 
Yedo 

Military governor of the State during period when the 
Emperor held aloof from the administration 
Journeyman 
Formosa 

Wholesale dealer or commission merchant 
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Yedo 

Yushutsu Kumiai 
Zaibatsu 


Tokugawa Era 

Mciji Restoration 

Mciji Era 
Taisho Era 
Showa Era 


The name for Tokyo before the Meiji era 
Export guild 

Money groups or plutocracy 


1603-1868; the House of Tokugawa ruled Japan 
during this period as Shoffun 

The Restoration in 1 868 of the Emperor to his former 
position as de facto head of the State 
Reign of the Emperor Meiji, 1868-1912 
Reign of the Emperor Taisho, 1912-26 
The present reign, 1926 to date 
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Table I 

POPULATION, 1873-1960 
(/// thousands) 


Year 

Population 

Year 

Population 

1873 

35,200 

1935 

69,300 

1903 

46,100 

1940 

73,100 

1920 

56,000 

1950 

83,200 

1925 

59,700 

1955 

89,300 

1930 

64,500 

1960 

93,400 


Source: Statistical Year’ Book of the Empire of Japan for period before 
the Second World War: Economic Planning Agency, Japanese Economic 
Statistics, Part [fl (monthly) for post-war years. The figures for 1873 and 
1903 are estimates based on local records of family registrations and 
corrected in the light of subsequent Census returns. The figures for 1920 
and later years are based on the Census returns. 

Table TI 

DISTRIBUTION OF POPULATION ACCORDING TO 
SIZE OF TOWNSHIPS 
(as percentages of total population) 


Size of Unit 

1893 

1903 

1913 

1920 

1930 

193 

Under 10,000 persons 

84 

79 

72 

68 

59 

54 

10,000-49,999 

10 

10 

14 

16 

16 

15 

50,000-99,999 

— 

2 

3 

4 

7 

6 

100,000 and over 

6 

9 

11 

12 

18 

25 


100 

100 

100 

100 

100 

100 


Source: Statistical Year-Book of the Empire of Japan 

^ These tables refer to Japan Proi-Mjr only, except when otherwise stated. 
Before 1945 Japan Proper consisted of the four main islands of Honshu, Kyushu, 
Shikoku and Hokkaido, together with the Kuriles, the Luchus and other small 
outlying islands. A few of the tables, notably those showing the foreign trade, 
also cover Karafuto (Southern Saghallen) up to the Second World War. After 
that war Karafuto and the Kuriles were transferred to Russia. 



Table III 

THE INDUSTRIAL DISTRIBUTION OF THE OCCUPIED POPULATION, 1872-1957 

(in thousands) 
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Table IV 

THE INDUSTRIAL DISTRIBUTION OF THE 
OCCUPIED POPULATION, 1920-1955 


Industry 

1920 

1930 

1940 

1947 

1955 

Agriculture 

50-9 

46*8 

41-5 

49-9 

37-9 

I orcstry 

•7 

•6 

•9 

1-4 

1-3 

Fishing 

20 

1-9 

1-7 

21 

1-8 

Mining 

1-6 

11 

1-8 

20 

1-4 

Construction 

2-7 

3-3 

30 

40 

4-6 

Manufacturing 

Distribution (Wholesale and 

16-5 

160 

21*2 

16-3 

17-8 

Retail) 

Transport and Communi- 

9-8 

140 

12*7 

6-3 

13*8 

cations 

4-2 

4-4 

4-7 

51 

5-2 

Public and Other Services 

9-8 

11*6 

11-8 

11*5 

16-2 

Others 

1-9 

•2 

•7 

1-3 

— 


1000 

1000 

1000 

1000 

1000 

Total (in thousands) 

26,970 

29,340 

32,230 

33,330 

39,150 


Source: I. B. Tacuber, The Population of Japan, p. 87. In Ihc construction 
of this table, an attempt has been made to reclassify the population to 
accord with the classification of the 1950 Census. Adjustments were also 
made to take account of small changes in the area covered. The table is, 
therefore, not comparable with Tabic JII, but the trends shown by them 
are identical for the period from 1920 to 1940. Any discrepancies, in this 
and other tables, between the totals and the sum of the individual items 
are due to rounding off. 
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NUMBER OF FACTORY OPERATIVES, 1900-1937 
(in thousands) 


Year 

Males 

Females 

Total 

1900 

165 

257 

422 

1904 

208 

318 

526 

1909 

307 

494 

801 

1914 

384 

564 

948 

1919 

741 

871 

1,612 

1925 

852 

956 

1,808 

1929 

855 

970 

1,825 

1933 

968 

933 

1,901 

1936 

1,458 

1,135 

2,593 

1937 

1,727 

1,210 

2,937 


Scv.irce: Department of Commerce anJ Industry, Factory Statistics, The 
tigures for 1900 and 1904 arc of factories employing ten persons or more. 
The figures for tne years from 1909 to 1925 arc of factories employing five 
or more persons. The figures for the remaining years arc of factories 
equipped to employ five or more persons. 

Table VI 

DISTRIBUTION OF FACTORY EMPLOYMENT AMONG 
CHIEF INDUSTRIAL GROUPS 

(Employment in each Group as Percentage 
of Total Employment) 



1923 

1929 

1933 

19^6 

1959 

Textiles 

52'2 

504 

434 

37-9 

17-7 

Metals 

5-2 

6-2 

74 

9-7 

14-3 

Machinery, Vehicles, Tools, etc. 

130 

13-8 

15-9 

18-3 

29-8 

Ceramics 

3-8 

3'5 

34 

3-9 

50 

Chemicals 

5-5 

64 

80 

IM 

14-2 

Wood-working 

2-8 

30 

4-3 

3-7 

4-2 

Printing, Book-binding, etc. 

2-3 

2-9 

3-3 

24 

3-8 

Fook and Drink 

9-6 

8-7 

6-8 

6-7 

7-3 

Others 

4-7 

51 

74 

6-3 

3-7 


1000 

ioao 

1000 

1000 

1000 


Source: Pre-war figures from the Department of Commerce and Industry, 
Factory Statistics; the figures do not cover small factories with less than 
five workers, nor employment in Government factories. Post-war figures 
from Ministry of International Trade and Industry. The two series are not 
precisely comparable. Chemicals include rubber and paper. 
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Table VII 


DISTRIBUTION OF EMPLOYMENT ACCORDING TO 
SIZE OF ESTABLISHMENT IN MANUFACTURING 
INDUSTRIES IN 1930 


Per cent of Total 


Size Group 

Number in Thousands 

Employment 


2,345 

53 

5-9 persons 

271 

6 

10-49 persons 

497 

11 

50 persons and over 

1,330 

30 

Total 

4,443 

100 


Source: T. Uyeda, The Growth of Population and Occupational Changes 
in Japan, 1920-1936 (i.p.k.), P- 8. The table docs not etwer employment in 
building and certain other trades; hence the discrepancy between the total 
figure and those given in Tables 111 and IV 

B 

DISTRIBUTION OF EMPLOYMENT IN 
MANUFACTURING INDUSTRY ACCORDING TO SIZE 
OF ESTABLISHMENT IN 1955 

Percentage of Total Employment 
Size Group in Manufacturing 


1-9 persons 

19-9 

10-49 persons 

31*2 

50-99 persons 

9-6 

100-199 persons 

8-2 

200-499 persons 

10-3 

500-999 persons 

6*2 

1,000 persons and over 

14-6 


1000 


Source: Census of Manufacturers for 1955, quoted in T. Yainanaka (Ed.), 
Small Business in Japan, p. 151. 
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Table VIII 

GROWTH OF RAW MATERIAL PRODUCTION, 
1873-1934 

(Annual Averaf^c of Volume of Production in 1921-25 -- 100) 


All Raw 


Year 

Agricullural 

Livestock 

Fishery 

Forestry 

Minerals 

Materia 


(7!) 

(6) 

(«) 

(4) 

(ID 

(100)1 

1873 

28-6 









15-7 

1880 

37-2 

3-9 

— 

— 

3-7 

23-4 

1890 

50*1 

11-3 

— 

— 

112 

36-7 

1900 

65-3 

34*4 

16-S 

26-6 

28-2 

52-1 

1910 

76-4 

56-0 

33-9 

72-9 

61-3 

68-4 

1913 

84*6 

58-0 

45-4 

77*6 

81-3 

78-1 

1920 

1041 

77-5 

82 9 

95-7 

105-5 

100-3 

1921 

96*4 

89-2 

79-6 

104-6 

91-4 

94-2 

1922 

100*7 

94*9 

88-4 

96-1 

94-9 

98-5 

1923 

96*0 

98-6 

102-2 

104-1 

100*6 

97-5 

1924 

98*9 

105-9 

104-0 

97*8 

102*9 

100-1 

1925 

106*8 

109-9 

115-7 

96-0 

108-8 

107-4 

1926 

102*0 

110-7 

120-2 

97-0 

111*4 

104-7 

1927 

109*5 

115-2 

125-8 

98*9 

117-8 

111-5 

1928 

108*5 

128-3 

118-9 

105-2 

121-5 

111-7 

1929 

108*8 

138-5 

126-5 

107-0 

124*8 

113-4 

1930 

117*9 

135-0 

123-9 

101-1 

120-6 

118-9 

1931 

104-2 

149-9 

133-1 

104 9 

113-5 

109-7 

1932 

108-4 

172-0 

132-1 

110-1 

113-8 

113-9 

1933 

125-7 

168 2 

155-6 

117-7 

128-0 

130-1 

1934 

101-0 

171-5 

151-4 

129-0 

141-2 

112-9 


Source: Y. Koidc, Physical Volume of Raw Material Production in Japan 
^ Hgurcs in brackets give weights. 
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Table IX 

INDICES OF AGRICULTURAL AND FISHERY 
PRODUCTION,! 1933-1960 


(1933-5-100) 


AgricuUure 


Ycr^v 

General 

Rice 

Vegetables 

Livestock 

Fruit 

Cocoons 

Fisher 

1936 

105 

112 

109 

81 

96 

92 

111 

1937 

111 

111 

113 

107 

107 

95 

105 

1938 

107 

no 

108 

113 

109 

84 

105 

1945 

60 

65 

89 

24 

63 

25 

83 

1949 

93 

104 

124 

87 

92 

18 

86 

1950 

99 

107 

131 

119 

109 

24 

109 

1951 

99 

100 

136 

133 

93 

28 

132 

1952 

111 

no 

139 

154 

176 

31 

171 

1953 

97 

96 

123 

162 

139 

28 

171 

1954 

107 

101 

123 

181 

173 

30 

171 

1955 

130 

131 

148 

222 

175 

34 

186 

1956 

121 

115 

150 

240 

210 

32 

179 

1957 

126 

120 

156 

255 

275 

36 

202 

1958 

131 

126 

155 

292 

286 

35 

205 

1959 

135 

132 

162 

303 

306 

33 

215 

1960 

139 

135 

181 

327 

340 

33 

226 


Source; Statistical Abstracts of Ministry of Agriculture ami Forestry. 


! In this as in some of the other production tables, two official index numbers 
have been linked. Figures for 1960 are provisional. 
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Table X 

RICE PRODUCTION AND CONSUMPTION, I880-J937 
{annual averages) 


Net Import (-f ) Consumption 


Period 

Production 
{in million koku) 

Yield per Cho or Net Export ( — ) 
(/// koku) {in million koku) 

per Head 
{in koku) 

1880-84 

29-96 

11-59 

0-18 

0-80 

1885-89 

36-58 

13-78 

0-74 

0-93 

1890-94 

40-36 

14-64 

0-37 

1-01 

1895-99 

39-27 

14-00 

1-15 

0-95 

1900-04 

44-64 

15-64 

2-74 

1-05 

1905-09 

47-58 

16-34 

3-18 

1-07 

1910-14 

51-17 

17 06 

2-96 

1-07 

1915-19 

56-89 

18-46 

4-18 

1-13 

1920-24 

56-34 

18-59 

5-91 

MO 

1925-29 

59-45 

18-71 

10-01 

1-14 

1930-34 

62-23 

18-95 

10-80 

1-08 

1935-37 

63-71 

19-50 

12-46 

1-06 


Sources; Sliilislical Section, Department of Agriculture and Forestry, 
Statistics of Rice, quoted in Ishii, op. cit., p. 165; and E. F. Penrose, in 
Schumpeter (ed.), op, cit., pp. 151-3. The total area under rice increased 
only from 2,685,000 cho in 1888 to 3,127,000 cho in 1920 and to 3,217,000 
cho in 1937. The figures in the fourth column include trade between Japan 
Proper and her Colonies. During the nineteen-fifties the production of 
rice rose well above the pre-war average. In 1950-4 the annual average 
production was 64 million koku and in 1955-9 76 million koku. During 
the period 1955-9 imports declined steeply and amounted to only 6 per 
cent of the domestic production. Consumption per head fell to -9 koku. 

In this and other tables all production figures for the Meiji era should 
be regarded as approximate. 
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Table XI , 

RELATIVE IMPORTANCE OF THE PRINCIPAL 
AGRICULTURAL PRODUCTS 
(in percentages of total value of output for Japan Proper) 


Rice 

1926 

49 

1931 

46 

1936 

53 

1957 

51 

Cocoons 

17 

14 

11 

3 

Wheat, Barley, Oats 

8 

8 

9 

6 

Vegeta bi^s 

7 

8 

7 

7 

Beans, Potatoes and Other Cereals 

6 

6 

6 

8 

Industrial Crops 

3 

4 

3 

7 

Meat 

2 

3 

3 

1 

Eggs 

2 

4 

3 

18 

All Others 

6 

7 

6 

1 


100 

100 

100 

100 


Source: E. F. Penrose, in The I ndustrializat ion of Japan and Manchiikuo 
(Ed. Schumpeter), p. 131; for 1957, Statistical Year hook of Ministry of 
Agriculture, 

All Others include, Fruit, Poultry, Milk, Tea and Green Manures. 


Table Xll 
A 

GROWTH OF PHYSICAL VOl.UMR OF 
MANUFACTURING PRODUCTION, 1 895-1938 ^ 

ANNUAL AVERAGE 

(1910-14=100) 

1895-99 1905-09 1925-29 1930-34 1935-38 


Textiles 

41 

70 

270 

352 

416 

Metals and Machinery , 

25 

61 

255 

410 

920 

Chemicals and Ceramics 

— 

53 

453 

643 

1,255 

Wood Products 

— 

91 

570 

601 

1,018 

Food Products 

80 

85 

193 

186 

190 

Electricity and Gas 

— 

27 

653 

1,002 

1,517 

All Manufactures 

(37) 

69 

313 

377 

600 


^ Based on indices of Bureau of Industrial Research, Nagoya Commercial 
College; quoted in W. W. Lockwood, The Economic Development of Japan, 
p. 115. 
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B 

INDICES OF INDUSTRIAL PRODUCTION, 1937-1960 

(1934-6=100 


Year 


Year 


1937 

130 

1954 

167 

1940 

149 

1955 

181 

1946 

31 

1956 

221 

1948 

55 

1957 

262 

1950 

84 

1958 

263 

1951 

114 

1959 

325 

1952 

126 

I960 

410 

1953 

155 




Sri”v:: Ministry of International Trade and Industry. vSee note to 
Table IX. 


C 


INDICES OF PRODUCTION OF CERTAIN 
MANUFACTURED GOODS 1937-1960 
(1934-6 100) 



1937 

1945 

1950 

'955 

1958 

I960 

Food and Tobacco 

117 

37 

84 

207 

241 

265 

Textiles 

114 

12 

41 

86 

101 

139 

Metals 

131 

55 

97 

219 

271 

484 

Machinery 

148 

147 

126 

250 

540 

1,110 

Chemicals 

144 

29 

103 

318 

467 

623 

Printing 

115 

26 

45 

125 

— 

— 

Ceramics 

120 

30 

98 

175 

236 

354 


Source; Ministry of International Trade and Industry, and Economic 
Planning Agency. 
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Table XIII 


DISTRIBUTION OF OUTPUT AMONG CHIEF 
INDUSTRIAL GROUPS BY VALUE ADDED 
{output of each group as percentage of total) 



1930 

1955 

1957 

1959 

Textiles 

36-5 

17-5 

14-8 

10-3 

Metals 

8-5 

17-0 

21-2 

16-4 

Machinery, Vehicles, Tools, etc. 

11*6 

14-6 

23-6 

31-2 

CJeramics 

2-7 

3-4 

3-4 

4-8 

Chemicals 

15-2 

191 

19-6 

21-0 

Wood- working 

2*7 

5-1 

2-2 

2*3 

Printing, Book-binding, etc. 

3-2 

3-3 

2-7 

4-4 

Food and Drink 

16-0 

17-9 

11-0 

7-3 

Others 

3-6 

2-1 

1-4 

2-3 


100-0 

100-0 

100-0 

100-0 


Source: See note lo Tabic VT. Because of a difTcrence in classification, 
the 1959 figures arc not precisely comparable with those for earlier years. 


Table XIV 

STATISTICS OF THE COTTON INDUSTRY 
A 


Import of Raw Cotton' 
{in thousand piculs) 


1875-79 

20 

1915-19 

7,490 

1880-84 

30 

1920-24 

8,460 

1885-89 

100 

1925-29 

11,190 

1890-94 

710 

1930-34 

11,900 

1895^99 

2,230 

1935-37 

13,750 

1900-04 

2,740 

1951-55 

7,760 

1905-09 

3,610 

1956-59 

11,150 

1910-14 

5,610 




Annual Averages. 
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B 


Yarn Output^ 
(in million Uk) 


1894-98 

177 

1935-37 

1,485 

1909-13 

492 

1950 

518 

1919-23 

796 

1955 

827 

1925-29 

1,026 

1959 

1,010 

1930-34 

1,158 

1960 

1,199 


C 

Exports of Cotton Goods 



Piece-Goods “ 

Yarn 


in million 

(in million 

(in million 

Year 

square yards 

yen 

ih.) 

1896 

45 

2-2 

17 

1900 

113 

5-7 

83 

1903 

94 

6-9 

123 

1907 

182 

16-3 

91 

1913 

:'35 

430 

187 

1918 

1,006 

268*6 

169 

1921 

689 

204*7 

117 

1925 

1,298 

432*9 

124 

1929 

1,791 

412*7 

27 

1931 

1,414 

198*7 

13 

1934 

2,577 

492*4 

26 

1936 

2,710 

483*6 

44 

1937 

2,644 

573*1 

52 

1950 

1,103 

— 

25 

1955 

1,139 

— 

26 

1959 

1,263 

— 

24 

1960 

1,424 

— 

87 


^ Annual Averages. 

® The value figures include types of goods additional to those covered in the 
first column. 
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D 

Equipment of Cotton-spinning Industry • 

Number of Power- Number of Power- 
Number of Colton Looms Owned by Looms Owned by 
Spindles in place Spinning Companies Specialist Weavers 
Year ending (in thousands) ^ (in thousands) (in thousands) 


1877 

8 

— 

— 

1887 

77 

— 

— 

1893 

382 

— 

— 

1897 

971 

— 

— 

1903 

1,381 

5 

— 

1907 

1,540 

9 

— 

1913 

2,415 

24 

— 

1920 

3,814 

51 

— 

1925 

5,186 

68 

— 

1929 

6,650 

74 

199 

1933 

8,525 

84 

220 

1935 

10,330 

90 

237 

1937 

12,297 

108 

255 

1945 

2,064 

25 

112 

1950 

4,340 

52 

178 

1955 

8,168 

81 

294 

1959 

7,713 

68 

293 

1960 

7,781 

66 

307 


Total Number of Looms in Cot 

TON Industry 


(in thousands) 



Type of Loom 

1922 

1926 

1929 

1936 

Hand-looms 

165 

105 

86 

51 

Narrow Power-looms 

122 

116 

106 

76 

Wide Power-looms 

96 

146 

171 

266 


Sources; Department of Commerce and Industry, Statistics of Com- 
merce and Industry \ Japan Cotton Spinners’ Association, Cotton Statistics 
of Japan; Oriental Economist, Foreign Trade of Japan: A Statistical Survey; 
Toyo Spinning Company, Institute for Economic Research, Statistical 
Digest of Japanese Textile Industry. 

^ Mainly ring spindles, the number of mules being very small. 
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Table XV 

STATISTICS OF THE WOOLLEN AND WORSTED 
INDUSTRY 
(/// million Ih,) 

A 

Raw Wool and Yarn 


Annual 

Raw Wool 
Imports 

Averages 

(Creasy) 

1896-1900 

5-5 

1901-05 

8-7 

1906-10 

9-9 

1911-14 

114 

1915-19 

47-1 

1920-24 

57-2 

1925-29 

93-2 

1930-34 

186-5 

193S-37 

239-2 

1955-59 

278-2 


Yarn 


Imports Exports Oiitp 

1-2 — — 
2-6 ~ 

3- 7 — 

5*8 0-2 

0-4 0-6 - 

13-9 0-2 330‘ 

13*1 ()'3 52-8 

4- 7 24 854 

•8 74 145-2 

•9 84 226-6 


B 

Tissues 

Output 


Output (million yan/s) Total Value 



— 

- - -- 

— 

(including other 

Imports 

Exports 




Woollen 

kinds) 

(all kinds) 

(all kinds) 

Year 

Muslin Serge 

Cloth 

(in million yen) 

(million yen) (million yen) 

1900 

51 

0-4 

0-8 



17-8 



1907 

23-8 

1-3 

2-6 

19-9 

12-2 

0-2 

1913 

69-6 

9-8 

1-8 

23-3 

12-4 

0-5 

1922 

89-3 

24-5 

6-7 

136-5 

50-0 

1-8 

1925 

127-6 

28-3 

5-4 

182-5 

51-2 

3-7 

1929 

165-6 

47-6 

9-0 

210-5 

19-9 

4-3 

1934 

132-9 

90-5 

16-9 

264-0 

5-2 

29-8 

1936 

— 

— 

— 

340-0 

1-0 

46-0 


1921-24. 
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c 

Tissues — All Kinds 
(in million square yards) 


Year 

Output 

Exports 

1934-36 (annual average) 

314-9 

39-5 

1955-59 (annual average) 

248-6 

25-2 

1960 

384-6 

39-2 


Sources: Oriental Economist, The Foreign Trade of Japan: A Statistical 
Survey \ Department of Commerce and Industry, Statistics of Commerce 
and Industry \ Economic Planning Agency, Japanese Economic Statistics, 


Table XVI 

UCTION AND EXPORT OF RAW SILK, 186 

Production Exports 

Year (in thousand (in thousand (in million 

or Annual Average kwan) kwan) yen) 


1868-72 

(1868) 278 

175^ 

6 

1889-93 

1,110 

662 

27 

1899-1903 

1,924 

1,110 

69 

1909-13 

3,375 

2,563 

144 

1919-23 

6,317 

4,224 

531 

1924-28 

9,085 

7,358 

753 

1929 

1U292 

9,140 

781 

1930-34 

11,489 

8,126 

366 

1935-36 

11,465 

8,424 

390 

1945-49 

1,910 

900 

— 

1950-54 

3,580 

1,200 

— 

1955-59 

5,010 

1,190 

— 

1960 

4,810 

1,420 

— 


Sources: Oriental Economist, Foreign Trade of Japan: A Statistical 
Survey: Japan Silk Year-Book; and Toyo Spinning Company, Institute 
for Statistical Research, Statistical Digest of Japanese Textile Industry^ 
May 1960. 
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Table XVII 

IRON AND STEEL PRODUCTION 
(in thousand metric tons) 


Year Pig Iron Finished Steel 


1896 

26 

1 

1906 

145 

69 

1913 

243 

255 

1920 

521 

533 

1925 

685 

1,043 

1929 

1,087 

2,034 

1931 

917 

1,663 

1936 

2,008 

4,539 

1937 

— 

5,800 

1949 

1,549 

3,100 

1955 

5.136 

9,407 

1959 

9,446 

16,629 

1960 

11,896 

22,141 


Source: Department of Commerce and Industry, References for Steel 
Works, and (post-1945) Ministry of International Trade and Industry, 
Monthly Statistics. The figures for steel production for 1937 onwards are 
for steel ingots and castings. 


Table XVIII 

COAL PRODUCTION 
(in million metric tons) 


1875 

0-6 

1931 

280 

1885 

1-2 

1936 

41-8 

1895 

50 

1937 

45-2 

1905 

130 

1945 

230 

1913 

21*3 

1950 

38-5 

1919 

31-3 

1955 

42-4 

1921 

26-2 

1959 

47-3 

1925 

31-5 

1960 

5M 

1929 

34-3 




Source: Department of Commerce and Industry, Mines Bureau, General 
Conditions of Mining in Japan, and (post-1945) Ministry of International 
Trade and Industry, Monthly Statistics. 
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Table XIX 
A 

ELECTRICITY GENERATING CAPACITY 
IN OPERATION 
(in thousand kilowatts) 


1913 

504 

1920 

1,214 

1925 

2,768 

1930 

4,399 

1936 

6,777 

1937 

7,276 


Source: Economic Statistics of Japan. 


B 

ELECTRIC POWER GENERATED 
(in thousand million k Wh) 


1937 

30 

1945 

22 

1950 

45 

1955 

64 

1959 

85 

I960 

99 


Source: Ministry of International Trade and Industry, Monthly Statistics, 
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Table XX 




SHIPBUILDING 




(annual averages) 




Steamships and Motor Ships Launched 

Period 


(//I thousand gross tons) 

1899-1903 


23 


1904-08 


41 


1909-13 


52 


1914-18 


267 


1919-23 

1919 

294 

646 


1922 


71 

1924-28 


66 


1929-33 

1929 

106 

165 


1932 


54 

1934-37 

1937 

259 

446 

1950-54 

1952 

All 

608 

1955-59 

1957 

1,758 

2,432 


Sources: Department of Communications, Record of Ships and Ship- 
building'; Statistical Year-Book of League of Nations; and United Nations, 
Monthly Bulletin of Statistics, 



212 


A SHORT HISTORY OF MODERN JAPAN 


Table XXI 
TRANSPORT 


Year 

Mileage of 

Railway Track 
(/// units) 

Year 

Steamships 
and Motor Ships 
{in thousand 
gross tons) 

1872 

18 

1873 

26 

1883 

240 

1880 

42 

1887 

640 

1890 

143 

1894 

2,100 

1896 

363 

1904 

4,700 

1903 

657 

1914 

7,100 

1913 

1,514 

1924 

10,400 

1925 

3,496 

1930 

13,400 

1929 

3,802 

1934 

14,500 

1931 

3,918 

1960 

17,500 

1934 

3,812 



1939 

5,729 



1945 

1,344 



1955 

3,303 



1959 

5,913 


MOTOR VEHICLES IN USE 
(//I thousands) 


Fiscal Year 
ending March 

Commercial Vehicles 
and Buses 

Passenger 

Vehicles 

1936 

123 

70 

1946 

122 

29 

1950 

298 

56 

1955 

728 

208 

1959 

1,224 

386 

1960 

1,379 

490 


Sources: Statistical Year-Book of Empire of Japan (for pre-war shipping 
figures which cover registrations of ships of 20 gross tons and over in Japan 
Proper); Economic Survey of Japan (Annual) for post-war figures which 
cover ships of 100 gross tons and over. In August 1945, it is estimated, only 
557,000 gross tons were operable. The figures for motor vehicles are also 
from Economic Survey of Japan; the figures for passenger vehiccs exclude 
scooters and certain other light vehicles. 
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Table XXII 

FOREIGN TRADE OF JAPAN PROPER, 1868-1937 

{Excluding trade between Japan Proper and her Colonies) 

{in million yen) 


Period Imports Exports 



1 868-72 (annual average) 

23 

16 



1873-77 (annual average) 

27 

22 



1878-82 (annual average) 

33 

30 



1883-87 (annual average) 

33 

42 



1 888-93 (annual average) 

73 

77 



1894-98 (annual average) 

223 

139 



1899-1903 (annual average) 

270 

244 



1904-08 (annual average) 

442 

377 



1909-13 (annual average) 

544 

496 



1914-20 (a 

nnual average) 

1,300 

1,434 


Year 

imports Exports 

Year 

Imports Exports 

1919 

2,173 

2,099 

1929 

2,216 

2,149 

1920 

2,336 

1,948 

1930 

1,546 

1,470 

1921 

1,614 

1,253 

1931 

1,236 

1,147 

1922 

1,890 

1,‘^38 

1932 

1,432 

1,410 

1923 

1,982 

1,448 

1933 

1,917 

1,861 

1924 

2,453 

1,807 

1934 

2,283 

2,172 

1925 

2,573 

2,306 

1935 

2,472 

2,499 

1926 

2,377 

2,045 

1936 

2,764 

2,693 

1927 

2,179 

1,992 

1937 

3,783 

3,175 

1928 

2,196 

1,972 





Source; Oriental Economist, The Foreign Trade of Japan : A Statistical 
Survey (mainly). The tables dealing with foreign trade apply to Japan 
Proper and Southern Saghalien. The exports include a small amount of 
re-exports. 
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Table XXIII 

VALUE OF FOREIGN TRADE, AMERICAN AID 
AND SPECIAL PROCUREMENT, 1945-1960 
{in million U.S. dollars) 


Sept. 1945— D 

1947 

1948 

1949 

1950 

1951 

1952 

1953 

1954 

1955 

1956 

1957 

1958 

1959 

1960 


Exports 

(f.o.b.) 

1946 103 

174 
258 
510 
820 
1,355 
1,273 
1,275 
1,629 
2,011 
2,501 
2,858 
2,876 
3,456 
4,055 


Imports 

Aid 

(c.i.f.) 


306 

193 

526 

404 

684 

461 

905 

535 

974 

361 

1,995 

164 

2,028 

— 

2,410 

— 

2,399 

— 

2,471 

— 

3,230 


4,284 

— 

3,033 

— 

3,599 

— 

4,491 

— 


Procurement 


149 

592 

824 

809 

596 

557 

595 

549 

482 

458 

549 


Source: Ministry of Finance and Economic Planning Agency. Procure- 
ment includes Allied military expenditure in dollars and pounds, yen 
purchases for Joint Defence Account, expenditure of Allied soldiers and 
civilian officials in Japan, and payments in respect of certain off-shore 
procurement contracts. 
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Table XXIV 

THE STRUCTURE OF THE EXPORT TRADE 
1868-1936 

{the value of each group shown as percentage of total exports) 

Scmi- 



Food and 

Raw 

Manufactured 

Finished 


Period 

Drink 

Materials 

Goods 

Goods 

Other 

1868-72 

25-4 

231 

40-8 

1-9 

8-8 

1878-82 

37-1 

11-6 

40-4 

7-2 

3-7 

1893-97 

16*8 

10-3 

43-3 

26-2 

3-4 

1903-07 

11*9 

91 

45-3 

311 

2-6 

1908-12 

111 

9*2 

48-1 

30-5 

M 

1918-22 

7*6 

5*8 

42-4 

42-6 

1-6 

1923-27 

6-7 

6-5 

45-9 

39-8 

M 

1928-32 

8-3 

4-2 

390 

46-8 

1-7 

1933-36 

80 

4-4 

26-4 

58-4 

2-8 


Sourcc: K. Taniguchi, Strukturwandlungen des japanischcn Aiissen- 
handeis im Laufc dcs Indusirialisicrungsprozesses, in Weltwirtschaftliches 
Archiv, July 1937. The table does not cover trade betw^een Japan Proper 
and her C\^lonies. 


B 1934--1959 

{in percentages of total value) 



1934-36 

1955 

1959 

Textiles and Products 

520 

37-3 

29-8 

Raw Silk 

JJl 

2-5 

7-3 

Cotton Fabrics 

1&5 

ll‘4 

8‘4 

Clothing 

— 

5J 

60 

Metals and Metal Products 

8-2 

IQ-2 

11-6 

Machinery and Vehicles 

7-2 

123 

23-4 

Textile Machinery 

0’4 

13 

7-0 

Sewing Machines 

— 

7-7 

h5 

Ships 

•— 

3-9 

W‘6 

Food and Drink 

9-5 

6-8 

7-6 

C'hemicals 

4-3 

4-7 

4-8 

Ceramics 

2-9 

4-2 

1*7 

Toys 

0-9 

21 

2*2 

Other Goods 

150 

13-4 

18-9 


1000 

100-0 

1000 


Source; Ministry of International Trade and Industry; Economic 
Planning Agency, Economic Survey of Japan, Covers trade with colonies 
in 1934-36. 
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Table XXV 

THE STRUCTURE OF THE IMPORT TRADE 
1868—1936 

A 

{the value of each group shown as percentage of total imports) 


Semi- 


Period 

Food and 
Drink 

Raw 

Materials 

Manufactured 

Goods 

Finished 

Cioods 

Others 

1868-72 

290 

41 

20-2 

44-5 

2*2 

1878-82 

14*8 

3-5 

29*9 

48-6 

3-2 

1893-97 

20-8 

22-7 

191 

351 

2-3 

1903-07 

23*5 

330 

16-7 

25-5 

1-3 

1908-12 

120 

44*3 

18-9 

24- 1 

0-7 

1918-22 

12-9 

49*2 

22-2 

150 

0-7 

1923-27 

14-3 

53-5 

161 

15-5 

0*6 

1928-32 

12*7 

55-3 

15-5 

15-7 

0-8 

1933-36 

8-2 

61*8 

17-8 

11-3 

0-9 


Source: See note to Table XXIV, A, 


B 

1934-1959 

{in percentages of total value) 



1934-36 

1955 

1959 

Food 

23-3 

25-3 

13-8 

Textile Materials 

31-8 

24-4 

18*2 

Petroleum and Coal 

4-9 

11-7 

15-5 

Iron Ore and Steel Scrap 

3-2 

5-9 

13-8 

Machinery 

4-7 

5-4 

9-8 

Others 

321 

27-3 

28-9 


1000 

1000 

1000 


Source: See note to Table XXIV R, 
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Table XXVI 
A 

CHANGES IN EXPORT MARKETS 
(m percentai^cs of total exports) 



1934-36 

1955 

1959 

United States 

17 

22 

30 

China (mainland) 

18 

1 

0 

Korea and Formosa 

21 

5 

4 

South East Asia 

19 

28 

22 

Europe (including u.s.s.r.) 

8 

10 

11 

Other countries 

17 

34 

33 


100 

100 

100 


B 



CHANGES IN SOURCES OF 

’ IMPORTS 


1934-36 

1955 

195 

United States 

25 

31 

31 

China (mainland) 

10 

3 

1 

Korea and Formosa 

24 

4 

2 

South East Asia 

16 

22 

16 

Europe (including u.s.s.r.) 

10 

7 

10 

Other countries 

15 

33 

40 


100 

100 

100 


Source: Mitsubishi Economic Research Inslilute, Monthly Circular^ 
January 1957; Economic Planning Agency, Economic Survey of Japan, 
1959‘60, p. 323. 
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Table XXVII 
A 

THE VOLUME OF FOREIGN TRADE, 1873-1937 
(1913-100) 


Terms of 

Year Exports Imports Trade 


1873 

1880 

1885 

1890 

1895 

1900 

1905 

1910 

1913 

1918 

1920 

1922 

1925 

1929 

1930 

1931 

1932 

1933 

1934 

1935 

1936 

1937 


5*3 

7-8 

11-4 

150 

27*2 

31*9 

48-7 

76*8 

100*0 

146*5 

108*0 

123*6 

158*8 

204*8 

188*9 

194*9 

230*2 

254*4 

300*9 

341*3 

373*0 

388*1 


6*3 
11*2 
10*1 
23*8 
29*2 
48*4 
81*6 
73*6 
100 0 
105*2 
123*9 
162*1 
174*2 
199*2 
175*1 
194*3 
191*8 
198*8 
212*2 
222*2 
244*1 
259*5 


103*7 

129*4 

130*8 

125*9 

130*4 

124*4 

132*4 

108*7 

100*0 

81*9 

97*4 

128*7 

104*4 

102*3 

95*4 

100*2 

89*0 

82*2 

72*7 

71*4 

69*2 

60*8 


Source: K. Kojima, Japan’s Foreign Trade and Economic Growth, in 
Annals of the Hitotsuhashi Academy^ April 1958, pp. 166-7. Terms of 
trade: export price index as percentage of import price index (as on p. 140 
supra). Trade with colonies excluded. 

B 


POST-WAR VOLUME OF TRADE 
(1934-36=100) 


Year 

Exports Imports 

Year 

Exports Imports 

1948 

8 

. 18 

1954 

55 

86 

1949 

16 

28 

1955 

72 

90 

1950 

30 

33 

1956 

86 

114 

1951 

31 

48 

1957 

95 

143 

1952 

38 

61 

1958 

99 

117 

1953 

41 

83 

1959 

117 

148 
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Table XXVIII 

SPECIE HOLDINGS OF BANK OF JAPAN AND 
GOVERNMENT 
1903-1936 
(in million yen) 

Year ending At Home Abroad Total 


1903 

120 

1905 

37 

1910 

135 

1913 

130 

1919 

702 

1920 

1,116 

1926 

1,127 

1929' 

1,087 

I93F 

— 

1936' 

— 


19 

139 

442 

479 

337 

472 

246 

376 

1,343 

2,045 

1,062 

2,178 

230 

1,357 

9) 

1,178 

— 

470 

— 

548 


Source: Ministry of Finance, Financial Statistics, 


Table XXIX 

FOREIGN EXCHANGE RESERVES 
(in millions of U,S, dollars) 


1951 

930 

1956 

941 

1952 

913 

1957 

524 

1953 

637 

1958 

831 

1954 

738 

1959 

1,322 

1955 

839 

1960 

1,824 


Source: Ministry of Finance. The figures for 1951 to 1955 are for the 
end of the fiscal year and for 1956 to 1960 for the end of the calendar year. 
Vhe figures are based on a new method of calculation introduced in April 
1958 and therefore differ from estimates published before that date. 

^ The figure for 1929 is for March, shortly before the decision to return to the 
gold standard was announced. For the period 1929-36 there is no information 
about total holdings, Government holdings or foreign holdings. But as both 
holdings abroad and Government holdings had become very small by 1929, it 
may be assumed that the figures for 1931 and 1936 cover substantially all the 
holdings. It should be noted, however, that they were not revalued after the fall 
of the yen during this period. 
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Table XXX 

A WHOLESALE PRICE INDEX, 1900-1936 

(October I900=r 100) 

Average for Year Average for Year Average for Year 


1900 

100 

1913 

132 

1925 

267 

1901 

96 

1914 

126 

1926 

237 

1902 

97 

1915 

128 

1927 

225 

1903 

103 

1916 

155 

1928 

226 

1904 

108 

1917 

195 

1929 

220 

1905 

116 

1918 

255 

19.30 

181 

1906 

120 

1919 

312 

1931 

153 

1907 

129 

1920 

343 

1932 

161 

1908 

125 

1921 

265 

1933 

180 

1909 

119 

1922 

259 

1934 

178 

1910 

120 

1923 

264 

1935 

186 

1911 

125 

1924 

273 

1936 

198 

1912 

132 






Bank of Japan’s index of wholesale prices of 56 commodities in 1’okyo; 
an unweighted index. 


B TOKYO COST OF LIVING INDEX, 1914-33 

(1914-100) 


Average for Year Average for Year 


Average for Year 


1915 93 

1916 101 

1917 124 

1918 174 

1919 217 

1920 235 

1921 208 


1922 


I 223 


'I 215 

1923 205 

1924 208 

1925 214 

1926 208 

1927 204 


1928 199 

1929 193 

1930 175 

1931 156 

1932 157 

1933 161 


Source: T. Uyeda, TJw Small Industries of Japan ^ p. 298. The break at 
1922 is explained by Uyeda’s use of two incomplete series. 


C WHOLESALE PRICE INDEX, 1946-60 

(1934-36=1) 


Average for Year 


1946 16 

1947 48 

1948 128 

1949 209 

1950 247 


Average for Year 

1951 343 

1952 349 

1953 352 

1954 349 

1955 343 


Average for Year 


1956 358 

1957 368 

1958 344 

1959 347 

1960 354 


Source: Bank of Japan. 
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Table XXXI 

INDICES OF WAGE MOVEMENTS, 1918-36 
(Tokyo) 

(1914-100) 

A 



Actual Earnings Cost 

of Living 


Average for ^ 

^'car 

(a) 


ih) 

Real Wage Index 

1918 


164 


174 


94 

1921 


297 


208 


143 

1924 


356 


208 


171 

1926 


348 


208 


168 

1929 


331 


193 


171 

1931 


296 


156 


190 

1933 


290 


161 


180 




(1926 100) 







B 




irage for 

Wage Rales Actual Earnings 

Cost 

of Living 

Real Wage 

Year 

(c) 


id) 


ic) 

Index 

1929 

99 


104 


91 

114 

1930 

96 


99 


78 

127 

1931 

91 


91 


68 

137 

1932 

88 


88 


69 

128 

1933 

85 


89 


73 

122 

1934 

83 


91 


75 

121 

1935 

81 


91 


76 

120 

1936 

81 


92 


80 

115 

(a) Ministry of Commerce and Industry’s 

Index. 



(b) Uyeda’s Index. 

(r), (fy)and (c) Bank of Japan’s Indices. 
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Table XXXII 

INDEX OF REAL WAGES IN MANUFACTURING 
INDUSTRY 
(1934-36=100) 


1947 

30 

1956 

126 

1950 

85 

1957 

127 

1952 

102 

1958 

130 

1953 

107 

1959 

139 

1954 

108 

I960 

146 

1955 

115 




Source: Labour Ministry. The Index includes allowances and covers 
‘productive’ workers in establishments with 30 or more employees. 


Table XXXIII 


NUMBER OF BANKS (HEAD OFFICES), 1893-1937 


Year 

Special Banks 

Savings Banks Ordinary Banks 

Tota 

1893 





- 

703 

1901 

— 

— 

— 

2,359 

1913 

53 

648 

1,457 

2,158 

1922 

34 

145 

1,794 

1,973 

1928 

32 

123 

1,417 

1,572 

1929 

33 

94 

874 

1,001 

1934 

32 

78 

481 

581 

1937 

32 

72 

377 

481 


Source: Financial and Economic Annual of Japan. 
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B 

BANKS AND OTHER FINANCIAL INSTITUTIONS 

IN 1960 


Number Loans as Percentage 
Type of Bank (I lead Oflices) of Total 


City Banks 13 

Local Banks 64 

Trust Banks 7 

Long-term Credit Banks 3 

Oilkial Banks 6 

Trust Fund Bureau 1 

Savings Banks 72 


Other Financial Institutions 


31*3 

151 

1-7 

6-2 

8-8 

101 

6*3 

20-5 


1000 

Source: Bank of Japan, Money and Banking in Japan, March 1961, p. 51. 
Other Financial Institutions include co-operative credit societies and their 
central institutions; there were about 13,000 agricultural and fishery co- 
operatives in 1960. The Ofticial Banks were the Export-Import Bank, the 
Japan Development Bank, tlie Agriculture, Forestry and Fisheries Finance 
Corporation, the Peoples Finance Corporation, the Small Business Finance 
C orporation and the Housing Loan Corporation. 


Table XXXIV 

NATIONAL DEBT, 1872-1937 
{in million yen) 


Year 

Internal 

External 

Total 

1872 

23 

10 

33 

1877 

213 

27 

240 

1885 

223 

16 

239 

1894 

230 

4 

234 

1903 

441 

98 

539 

1907 

1,078 

1,166 

2,244 

1914 

1,036 

1,525 

2,561 

1919 

1,995 

1,331 

3,326 

1926 

3,685 

1,478 

5,163 

1929 

4,459 

1,447 

5,906 

1931 

4,477 

1,479 

5,956 

1936 

8,522 

1,332 

9,854 

1937 

9,258 

1,317 

10,575 


Source: Department of Finance, Statistical Annual of National Debt\ 
and Financial and Economic Annual of Japan, 

The year covered is the calendar year, except for 1931, 1936 and 1937, 
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when the figures are for March 31st. Certain temporary borrowings (Rice 
Purchase Notes and Treasury Bills) are excluded; but the figures for the 
internal debt include the funded Iron Foundry Debt and the State Railway 
Debt. The latter rose from 27 million yen in 1894 to 729 million yen in 
1914 and to 1,757 million yen in 1934. 


Table XXXV 

REAL NATIONAL INCOME PRODUCED 
(in million yen at 1928-32 prices) 


Primary Secondary Tertiary 


Year 

Total 

Industry 

Industry 

Industry 

1878 

1,117 

691 

95 

331 

1890 

2,308 

1,429 

224 

655 

1900 

3,640 

1,671 

818 

1,151 

1914 

5,665 

2,127 

1,354 

2,184 

1920 

6,316 

2,147 

1,686 

2,483 

1925 

9,268 

2,779 

2,216 

4,273 

1929 

10,962 

2,740 

2,911 

5,311 

1930 

12,715 

2,477 

3,550 

6,688 

1931 

13,726 

2,372 

3,716 

7,638 

1932 

13,843 

2,594 

3,987 

7,262 

1936 

16,133 

3,149 

5,096 

7,888 


Source: K. Ohkawa, op, cit., p. 248. 
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